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LETTERS  OF  TRANSMITTAL. 


Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 

Washington,  May  20,  1908. 

Sir  :  I  have  the  honor  to  transmit  herewith  Parts  II  and  III  of  the 

Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanges, 

the  said  parts  dealing  with  the  matter  of  the  classification  of  cotton 

and  the  range  of  grades. 

Very  respectfully,  Oscar  S.  Straus, 

Seoj^etary, 
The  President. 


Department  of  Commerce  and  Labor, 

Bt^reau  of  Corporations, 
Washington,  May  29,  1908, 
Sir:  I  have  the  honor  to  transmit  herewith  Parts  II  and  III  of  a 
Report  on  Cotton  Exchanges,  made  to  the  President  under  your 
direction  and  in  accordance  with  the  law  creating  the  Bureau  of  Cor- 
porations and  the  resolution  of  the  House  of  Representatives  of  Feb- 
ruary 4,  1907.  The  said  parts  deal  with  the  matter  of  the  classifi- 
cation of  cotton  and  the  range  of  grades. 

I  desire  to  mention  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  certain  portions  of  this  report  the  names  of 
certain  of  my  assistants,  to  wit,  Mr.  Luther  Conant,  jr.,  and  Mr. 
T.  M.  Robertson,  who  assisted  Mr.  Conant. 
Very  respectfully, 

Herbert  Knox  Smith, 

Co7nmission€7\ 
To  Hon.  Oscar  S.  Straus, 

Secretary  of  Conwierre  and  Labor, 
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LETTER  OF  SUBMITTAL 


Department  of  Commerce  and  Labor, 

Bureau  of  Corporations, 
Washingion,  May  29 ^  1908. 
Sir  :  I  have  the  honor  to  submit  herewith  Part  II  and  Part  III  of 
the  report  on  the  operations  of  cotton  exchanges,  made  in  accordance 
with  House  resolution  795,  of  February  4,  1907.  These  parts  deal 
with  cotton-exchange  methods  of  classification  of  cotton  and  with  the 
range  of  contract  grades.  Subsequent  parts  will  take  up  the  effects 
of  exchange  rules  and  other  conditions  upon  the  price. 

methods  of  classification. 

For  the  purposes  of  delivery  on  future  contracts  cotton  is  classed 
into  a  number  of  grades — 18  in  New  York  and  about  the  same  in  New 
Orleans,  these  two  being  the  only  American  markets  doing  a  future 
business.  The  classification  is  based  chiefly  on  color  and  amount  of 
dirt  and  trash  in  the  cotton.  Many  criticisms  have  been  made  upon 
the  rules  of  classification  in  both  these  exchanges  and  upon  the  way 
in  which  these  rules  have  been  applied.  Many  difficulties  are  in- 
herent; the  classification  of  cotton  will  probably  never  be  an  exact 
science,  but  must  always  depend  more  or  less  upon  the  discretion  of 
experts,  and  be  open  to  honest  differences  of  opinion.  Moreover, 
there  are  no  uniform  standards  of  grades  in  the  cotton  trade.  Grades 
of  the  same  name  in  different  exchanges  differ  considerably  in  quality. 
This  in  itself  causes  much  of  the  difference  of  opinion. 

Radically  different  methods  of  classification  are  employed  in  the 
New  York  and  New  Orleans  exchanges.  The  New  Orleans  system 
is  largely  a  private  affair  between  the  parties,  the  exchange  merely 
furnishing  the  arbitrators.  Each  lot  of  cotton  when  tendered  for 
delivery  is  submitted  to  such  arbitrators,  and  they,  having  before 
them  the  price  differences  "  off "  or  "  on  "  middling  cotton  officially 
quoted  by  the  exchange,  determine  what  differences  shall  be  applied 
respectively  to  the  various  grades  of  cotton  in  the  particular  lot, 
though  they  necessarily  determine  also,  as  part  of  this  process,  what 
these  grades  are. 
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XII  LETTER  OP  SUBMITTAL. 


1 


■ 

)  The  New  York  system  is  distinctly  different.    New  York  has  what 

is  called  a  certificated  stock  of  cotton,  and  the  New  York  exchange 
officially  determines,  through  its  classification  committee,  what  cot- 
ton shall  be  admitted  to  that  stock  and  its  grade  therein,  while  the 
inspection  fund  of  the  exchange  is  responsible  to  the  owner  of  such 
cotton  for  mistakes  made  by  the  committee  in  such  classification.  All 
cotton  intended  for  contract  delivery  in  New  York  is  submitted,  upon 
arriving  at  that  port,  to  the  classification  committee.  If  accepted,  a 
certificate  is  issued  setting  forth  its  grades.  This  cotton  thereafter 
is  dealt  in  on  the  basis  of  that  certificate,  unless  the  same  be  changed 
by  reclassification.  The  classification  at  New  York  is  thus  much  more 
closely  bound  up  with  the  exchange  itself,  and  its  effects  are  more 
a  part  of  the  operations  of  the  exchange  than  in  New  Orleans. 

A  number  of  criticisms  have  been  made  against  the  New  York  sys- 
tem as  to  principle.  Thus,  lots  of  cotton  are  certified  as  having  so 
many  bales  of  such  and  such  grades,  but  without  identifying  the 
grades  of  the  individual  bales.  The  result  is  that  when  the  buyer 
receives  a  lot  of  cotton  he  can  not,  from  the  certificate,  sort  it  out  into 
even-running  grades,  because  he  has  no  means  of  knowing  which 
bales  belong  to  the  given  grades.  To  sort  it  out  he  must  examine  the 
cotton  itself,  at  considerable  expense  and  delay.  This  increases  the 
reluctance  of  buyers  to  accept  the  actual  delivery  of  cotton  on  future 
contracts. 

Another  criticism  is  that  the  New  York  rules  do  not  provide  for 
the  exclusion  of  extremely  weak  or  "  perished  "  staple  cotton,  as  the 
New  Orleans  system  practically  does.  While  the  New  York  classi- 
fication committee  asserted  that  as  a  matter  of  principle  they  would 
not  admit  perished  staple,  nevertheless,  so  far  as  the  rules  are  con- 
cerned, the  grades  are  determined  chiefly  by  color  and  amount  of 
trash,  and  there  is  no  definite  standard  by  which  weak  or  perished 
staple  can  be  determined  and  excluded,  and  some  such  cotton  has 
actually  been  certificated.  It  seems  probable  that  the  amount  is  not 
large,  but  the  presence  of  any  of  it  is  extremely  objectionable,  owing 
to  the  seller's  option  of  selecting  grades  to  be  delivered.  The  admis- 
sion of  even  a  small  amount  of  such  low  grades  has  a  very  injurious 
effect  in  depressing  disproportionately  the  price  of  future  contracts. 
The  charge,  however,  that  the  New  York  stock  is  the  refuse  accumu- 
lation of  many  years  is  disproved  by  the  fact  that  in  September, 
1904,  the  entire  certificated  stock  was  reduced  to  15,600  bales,  of 
which  a  considerable  part  was  of  high  grade. 

Criticisms  have  been  made  also  as  to  the  application  of  the  New 
York  system.  There  has  been  considerable  overclassification  or 
overgrading  by  the  New  York  committee.  This  is  conclusively 
proved  by  the  payments  from  the  inspection  fund.  This  fund,  it 
will  be  remembered,  is  used  to  indemnify  the  owners  of  certificated 
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cotton  for  mistakes  in  grading  by  the  classification  committee.  From 
1890  to  1906,  sixteen  years,  these  payments,  including  the  net  pay- 
ments for  rejections,  averaged  less  than  $1,250  a  year,  a  total  of  lesg 
than  $20,000,  while  for  the  single  year  ended  April  30, 1908,  under  a 
reform  management,  the  net  total  was  almost  $27,000.  This  great 
increase  in  these  payments  shows  that  the  previous  classification  must 
have  been  far  too  high. 

A  specific  instance  of  deliberate  overgrading  took  place  in  the 
latter  part  of  1906,  when  the  board  of  appeals  of  the  New  York  ex- 
change instructed  the  classification  committee  to  admit  to  the  certifi- 
cated stock  all  cotton  which  passed  the  preliminary  and  informal 
examination  of  the  assistant  inspectors  at  the  dock,  although  the 
same  might  later  have  been  held  rejectable  by  the  classification  com- 
mittee on  its  final  classification.  This  cotton,  thus  forced  in,  was  to 
take  the  lowest  grade  of  the  certificated  stock. 

This  ruling  was  in  direct  conflict  with  the  by-laws  of  the  exchange. 
The  classification  committee  entered  a  protest,  and  even  noted  upon 
certificate  slips  of  such  rejectable  cotton,  "  should  have  been  rejected." 
When  the  new  management  of  the  exchange  came  into  office  in  June, 
1907,  this  practice  was  stopped. 

A  contrary  criticism  has  been  made  of  the  New  Orleans  exchange, 
to  the  effect  that  there  is  an  undergrading  there,  and  while  the  proof 
of  this  is  not  conclusive  it  is  probable  that  in  certain  cases  it  is  true. 
It  is  quite  likely  that  the  effect  of  the  general  opinion  of  the  exchange 
has  been  to  cause  the  arbitrators  to  be,  consciously  or  unconsciously, 
too  severe  in  their  classification  at  certain  times.  A  number  of 
southern  merchants  have  made  such  assertions  very  vigorously. 

The  Bureau  does  not  consider  the  New  York  system  of  classifying 
and  certificating  cotton,  as  distinguished  from  its  "  fixed-difference  " 
system,  as  wrong  on  general  principle.  Under  the  conditions  sur- 
rounding the  New  York  business  it  is  a  proper  development,  capable 
of  proper  application.  The  principal  difficulties  on  both  exchanges 
have  been  with  the  careless  or  improper  manner  of  applying  their 
rules.  In  regard  to  certain  details,  however,  a  number  of  changes, 
most  of  which  have  already  been  widely  discussed,  seem  desirable. 

The  New  York  rules,  as  well  as  New  Orleans,  should  expressly 
provide  some  method  by  which  extremely  weak  or  perished  staple 
should  be  definitely  excluded  from  the  certificated  stock. 

The  New  York  certificate  of  classification  should  identify  each  in- 
dividual bale  by  grade.  It  is  objected  that  increased  expense  of  han- 
dling and  of  storage  would  result,  but  it  seems  probable  that  this  in- 
creased expense  would  be  no  greater  than  the  expense  now  thrown  on 
the  receiver  of  cotton  in  attempting  to  identify  or  reclassify  a  mixed 
lot  of  bales,  and  such  identification  would  also  greatly  facilitate  the 
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The  New  York  system  is  distinctly  different.  New  York  has  what 
is  called  a  certificated  stock  of  cotton,  and  the  New  York  exchange 
officially  determines,  through  its  classification  committee,  what  cot- 
t<Hi  shall  be  admitted  to  that  stock  and  its  grade  therein,  while  the 
inspection  fund  of  the  exchange  is  responsible  to  the  owner  of  such 
cotton  for  mistakes  made  by  the  committee  in  such  classification.  All 
cotton  intended  for  contract  delivery  in  New  York  is  submitted,  upon 
arriving  at  that  port,  to  the  classification  committee.  If  accepted,  a 
certificate  is  issued  setting  forth  its  grades.  This  cotton  thereafter 
is  dealt  in  on  the  basis  of  that  certificate,  unless  the  same  be  changed 
by  reclassification.  The  classification  at  New  York  is  thus  much  more 
closely  bound  up  with  the  exchange  itself,  and  its  effects  are  more 
a  part  of  the  operations  of  the  exchange  than  in  New  Orleans. 

A  number  of  criticisms  have  been  made  against  the  New  York  sys- 
tem as  to  principle.  Thus,  lots  of  cotton  are  certified  as  having  so 
mnny  hales  of  such  and  such  grades,  but  without  identifying  the 
grades  of  the  individual  bales.  The  result  is  that  when  the  buyer 
receives  a  lot  of  cotton  he  can  not,  from  the  certificate,  sort  it  out  into 
even-running  grades,  because  he  has  no  means  of  knowing  which 
bales  belong  to  the  given  grades.  To  sort  it  out  he  must  examine  the 
cotton  itself,  at  considerable  expense  and  delay.  This  increases  the 
reluctance  of  buyers  to  accept  the  actual  deliverj'  of  cotton  on  future 
contracts. 

Another  criticism  is  that  the  New  York  rules  do  not  provide  for 
the  exclusion  of  extremely  weak  or  "  perished  "  staple  cotton,  as  the 
New  Orleans  system  practically  does.  AVhile  the  New  York  classi- 
ficaticui  coinuiiltei'  as.-ierted  that  as  a  matter  of  principle  they  would 
not  admit  perislied  staple,  nevertheless,  so  fur  as  the  rules  are  con- 
cerned, the  grades  are  determined  chiefly  by  color  and  amount  of 
trash,       -----  ■  ■    1 
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handling  of  certificated  cotton  and  its  segregation  into  even-running 
lots  for  consumption. 

There  should  certainly  be  a  system  of  uniform  grades  throughout 
the  cotton  trade,  if  possible.  It  would  greatly  simplify  the  business 
and  stop  a  number  of  abuses.  The  practical  difficulties  in  the  way  of 
arriving  at  such  a  system  are  considerable,  and  probably  the  best  that 
can  be  done  at  present  is  to  make  a  persistent  effort  to  approach 
gradually  such  an  ideal,  as  near  as  may  be. 

RANGE  OF  CONTRACT  GRADES. 

Very  numerous  criticisms  have  also  been  directed  at  the  large 
number  of  grades  now  deliverable  on  future  contracts  on  both  cotton 
exchanges.  It  must  always  be  remembered  that  the  buyer  of  a  future 
contract  has  no  option  as  to  grades.  He  must  take  whatever  the 
seller  chooses  to  deliver  to  him.  There  are  now  18  grades  deliverable 
on  Xew  York  and  New  Orleans  contracts,  covering  a  very  wide  range. 
In  practice  it  frequently  happens  that  deliveries  on  a  single  contract 
embrace  ten  different  grades  and  half  grades,  so  that  lots  thus  deliv- 
ered are  often  greatly  mixed.  This  is  true  both  in  New  Orleans  and 
in  New  York,  though  not  to  so  great  an  extent  in  the  former  place. 

So  far  as  spinners  are  concerned,  the  practical  certainty  of  receiving 
several  different  kinds  of  cotton  on  one  contract  makes  it  impossible 
for  them  to  buy  their  cotton  on  the  exchanges.  The  range  of  quality 
of  cotton  which  can  ordinarily  be  used  by  a  given  spinner  is  extremely 
limited,  owing  to  the  mechanical  restrictions  of  his  mill  and  the 
requirements  of  his  particular  custom.  So  limited,  indeed,  is  this 
spinner's  range  that  it  is  wholly  out  of  the  question  to  so  restrict  the 
range  of  grades  on  exchanges  as  to  make  this  contract  generally 
acceptable  to  spinners  and  still  maintain  a  practical  future  market. 
The  spinner  will  probably  always  buy  directly  through  spot  transac- 
tions, although  he  should  be  able  to  use  the  exchange  for  hedging 
purposes. 

It  is  obvious  that  the  more  mixed  a  delivery  is  the  less  desirable  it 
is.  It  has  happened  that  sellers  of  contracts  have  deliberately 
tendered  lots  of  very  indiscriminate  character  for  the  purpose  of  forc- 
ing the  buyer  to  sell  out  his  contract  rather  than  receive  the  cotton, 
making  it  possible  for  the  seller  to  buy  in  the  contract  at  a  profit.  The 
present  wide  range  of  deliverable  grades  makes  this  possible. 

On  the  other  hand,  there  must  be  a  considerable  range  of  grades,  as, 
unlike  certain  other  great  staples,  there  is  a  very  wide  range  of  actual 
difference  in  the  quality  of  a  given  crop  of  cotton ;  there  is  also  a  de- 
mand for  most,  if  not  all,  of  these  grades.  This  is  often  expressed  in 
the  phrase  that  "  the  contract  must  be  broad  enough  to  take  care  of 
the  crop." 


LETTER  OF  SUBMITTAL.  XV 

• 

The  contract  must  also  be  broad  enough  to  induce  general  trading 
thereon,  and  thus  furnish  the  broad  market  necessary  to  fulfill  the 
true  functions  of  an  exchange.  There  is  no  reasonable  obligation, 
however,  to  take  care  of  that  part  of  the  crop  which  is  for  most  pur- 
poses unspinnable,  and  the  admission  of  very  low  grades  of  such  un- 
merchantable or  unspinnable  cotton  into  the  exchange  stocks  creates 
several  evils.  The  effect  of  such  cotton  is  to  depress  the  price  of 
future  contracts,  and  this  tends  to  affect  unfavorably  the  value  of  the 
entire  crop,  the  great  bulk  of  which  is  of  much  better  quality.  It  is 
certainly  wholly  improper  that  a  small  fraction  of  very  low  grade 
cotton  should  be  allowed  on  exchange  contracts  if  it  has  such  effect. 
The  extent  of  this  particular  effect,  however,  will  be  considered  fully 
in  a  later  part.  Secondly,  this  low-grade  cotton  is  the  cause  of  by 
far  the  greater  part  of  the  numerous  difficulties  and  controversies  as 
to  classification  and  the  establishing  of  price  differences  in  both 
markets.  In  the  third  place,  the  producer  is  encouraged  to  grow  and 
pick  a  low  quality  of  cotton. 

Low-middling  clause. — ^The  most  practical  suggestion  for  a  limita- 
tion of  the  present  range  of  grades  is  the  so-called  low-middling 
clause;  that  is,  the  exclusion  of  all  white  cotton  below  the  grade  of 
low  middling,  and  possibly  all  tinged  or  stained  cotton  below  that  in 
value.  The  Bureau  is  strongly  inclined  to  favor  such  a  change;  it 
would  not  only  eliminate  a  number  of  the  lowest  grades  now  deliver- 
able, which  are  objectionable  both  on  account  of  the  controversies  to 
which  they  give  rise  and  on  account  of  their  unfortunate  effect  in 
reducing  the  contract  price,  but  it  would  also  tend  to  exclude  sub- 
stantially all  unspinnable  cotton.  It  must  be  remembered  that  the 
amount  of  so-called  unspinnable  cotton,  while  comparatively  small, 
has  a  disproportionate  effect  upon  the  price  of  all  future  contracts, 
so  that  the  benefit  to  the  rest  of  the  crop  by  its  elimination  would 
be  much  greater  than  any  hardship  thereby  created  as  to  this  small 
fraction  of  the  crop. 

As  distinct  from  the  limitation  of  the  present  range  of  tenderable 
grades,  a  number  of  suggestions  have  been  made  for  restricting  de- 
liveries on  single  contracts  within  that  range  so  as  to  make  the  con- 
tract a  more  certain  and  advantageous  one. 

These  suggestions  may  be  commented  on  briefly. 

First.  A  "  specific  "  contract :  It  is  wholly  out  of  the  question  to 
make  the  contract  an  absolutely  specific  one ;  that  is,  to  provide  that 
only  one  particular  grade  shall  be  delivered.  In  view  of  the  fact 
that  future  contracts  are  largely  made  before  the  quality  of  the  crop 
is  known,  very  few  sellers  of  future  contracts  would  dare  to  agree 
to  deliver  any  particular  grade  of  cotton  on  an  exchange  contract, 
owing  to  constant  danger  of  intentional  manipulation  resulting  in 
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comers  and  squeezes.    Such  a  restriction  would  practically  destroy 
the  future  market  by  making  it  very  narrow. 

Second.  That  not  more  than  three  grades  of  cotton  should  be  deliv- 
ered on  any  single  contract.  The  Bureau  regards  this  not  only  as 
impracticable,  but  as  having  little  advantage  over  the  present  system. 

Third.  To  have  two  contracts,  one  for  the  delivery  of  middling 
cotton  and  above,  and  the  other  for  the  delivery  of  middling  cotton 
and  below.  Such  an  arrangement  would  be  wholly  experimental  and 
its  results  are  not  easy  to  calculate. 

Fourth.  That  all  deliveries  should  be  substantially  "  even  run- 
ning;" that  is,  that  on  any  single  contract  only  a  range  of  a  half 
grade  either  way  from  the  medium  grade  tendered  should  be  deliver- 
able, the  seller  having  still  the  option,  however,  of  selecting  such 
medium  grade.  It  is  not  believed  that  this  is  entirely  practical,  or 
even  that  it  would  accomplish  the  results  desired,  inasmuch  as  the 
buyer  would  still  be  left  in  great  uncertainty  as  to  what  grades  would 
ultimately  be  delivered.  This  system  also  would  greatly  add  to  the 
difficulties  of  classification  and  the  controversies  arising  therefrom. 

Fifth.  Possibly  a  more  practical  suggestion  is  that  of  a  premium 
for  even-running  deliveries,  to  be  inserted  in  the  contract  itself. 

A  further  and  a  practical  suggestion  is  that  the  seller,  on  the  day 
that  he  issues  notice  of  delivery,  which  in  New  York  is  three  days  and 
in  New  Orleans  five  days  before  the  delivery,  shall  specify  the  grade 
or  grades  of  cotton  which  he  intends  to  deliver.  This  would  give  to 
the  buyer  an  opportunity  to  make  provision  for  disposing  of  it  in  ac- 
cordance with  its  quality. 

It  is  believed  that  by  the  adoption  of  the  low-middling  clause  many 
of  the  difficulties  of  classification  would  be  removed ;  much  of  the  evil 
effect  of  very  low  cotton  on  contract  prices,  as  well  as  the  controver- 
sies as  to  "  differences,"  would  be  eliminated ;  no  real  hardship  would 
be  worked;  and,  if  a  proper  system  of  differences  were  fairly  applied 
thereto,  with  uniform  and  accurate  classification,  many  of  the  present 
tenable  objections  to  the  business  of  the  exchanges  would  be  removed. 

In  making  these  suggestions  the  various  objections  thereto,  which 

have  been  fully  heard,  have  been  carefully  considered,  and  while 

numerous  other  suggested  reforms  have  been  also  considered,  only 

those  have  been  set  forth  here  which  seem  to  merit  serious  attention. 

The  importance  of  the  exchanges  of  New  York  and  New  Orleans  in 

the  cotton  trade,  and  their  unquestioned  effect  on  all  concerned  in  this 

great  industry,  make  it  desirable  that  careful  consideration  be  given 

to  those  lines  of  improvement  which  seem  practical. 

Very  respectfully, 

Herbert  Knox  Smith, 

Commissioner  of  Corporaiions^ 
The  PREsmENT. 
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ON  COTTON  EXCHANGES. 


Part  n.— CULSSIFICATIOH  OF  COTTON. 
Part  m— EANOE  OF  OEADES  DEUVEBABLE  ON  CONTRACT. 


SUMMARY. 

COMPLAINTS  BEGABDING  CLASSIPICATION  OF  COTTON. 

The  classification  of  cotton  has  been  the  source  of  a  great  deal  of 
controversy.  Dissatisfaction  has  been  particularly  pronounced  in 
the  case  of  deliveries  on  future  contracts  of  the  New  York  and  New 
Orleans  cotton  exchanges,  the  only  exchanges  in  this  country  where 
a  future  business  is  conducted.  It  is  alleged  that  cotton  intended  for 
delivery  on  contract  in  New  York  has  been  systematically  overgraded, 
and  also  that  a  considerable  amount  of  cotton  has  been  deliverable 
on  contract  there  of  such  an  inferior  and  nondescript  character  as 
really  to  have  no  commercial  rating  whatever.  Complaints  against 
the  New  Orleans  Cotton  Exchange  are  of  the  opposite  character, 
namely,  that  the  classification  there  has  been  too  severe,  and  that 
cotton  which  was  clearly  adapted  to  ordinary  spinning  purposes 
has  been  rejected  by  arbitrators  when  tendered  on  future  contracts. 

Aside  from  complaints  of  improper  classification  under  the  rules 
of  the  respective  exchanges,  the  absence  of  uniformity  in  the  basis 
of  classification,  not  only  as  between  New  York  and  New  Orleans,  but 
among  southern  spot  markets  generally,  has  been  productive  of 
numerous  controversies. 

DIFFICULTIES  ATTENDING  CLASSIFICATION. 

In  considering  these  complaints  it  should  be  constantly  borne  in 
mind  that  the  classification  of  cotton  is  not,  and  can  not  be,  an  exact 
science.  The  grade  of  a  bale  of  cotton  is  usually  established  from  a 
sample  of  only  a  few  ounces.  Since  a  bale  of  500  pounds  represents 
the  product  of  something  like  2^  acres  of  land,  a  classification  based 
on  so  small  a  sample  may  easily  give  rise  to  serious  controversy. 
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Furthermore,  considerations  apparently  trifling  may  materially  affect 
the  judgment  of  a  classer,  as,  for  instance,  the  shadow  cast  by  a  pass- 
ing cloud.  The  grading  depends  almost  entirely  upon  the  personal 
judgment  of  the  individual  classers,  among  whom  there  are  certain 
to  be  great  differences  in  skill  and  experience. 

In  the  case  of  complaints  from  spinners,  the  further  consideration 
should  be  kept  in  mind  that  cotton  as  classed  for  contract  delivery  is 
mainly  graded  on  its  superficial  appearance — that  is,  its  color  and  the 
amount  of  trash  and  dirt  mixed  with  the  fiber — rather  than  by  the 
length,  strength,  and  general  character  of  the  staple.  The  latter 
considerations  are  exceedingly  important  in  determining  the  spinning 
value  of  the  cotton  as  distinct  from  grade.  They  are,  however,  so 
complex  that  they  are  to  a  large  extent  necessarily  disregarded  in 
classing  cotton  for  delivery  on  exchange  contracts. 

Still  another  source  of  difficulty  is  the  absence  of  a  uniform 
standard  of  grades.  Instead,  there  is  a  great  variety  of  so-called 
standards  in  different  markets,  and,  although  the  standards  of  several 
important  markets  correspond  fairly  closely,  there  is,  on  the  other 
hand,  great  divergence  between  the  standards  of  other  markets. 

The  New  York  Cotton  Exchange  professes  to  have  maintained 
standards  since  1886  substantially  identical  from  year  to  year.  Ap- 
parently no  other  American  exchange  has  done  this.  Many  southern 
exchanges  do  not  regularly  establish  standards  at  all,  while  others, 
including  the  New  Orleans  Cotton  Exchange,  vary  their  types  from 
year  to  year  to  correspond  with  the  character  of  individual  crops. 

METHODS  OF  CLASSIFICATION   IN    NEW  ORLEANS  AND  IN   NEW  YORK. 

In  New  Orleans  the  classification  of  contract  cotton  is  left  to  arbi- 
trators, who  also  adjust  the  price  "  differences  "  for  the  various  grades 
in  the  manner  explained  in  Part  I.  In  fact,  the  classification  of  con- 
tract cotton  in  New  Orleans  is  inseparably  involved  in  the  adjustment 
of  differences.  Although  the  arbitrators  endeavor  to  establish  in 
their  minds  the  grade  of  the  cotton  which  they  arbitrate,  they  do  not 
officially  call  it  by  any  grade  name,  or  make  any  record  of  its  grade; 
they  simply  determine  its  value  relative  to  middling. 

In  New  Orleans  the  samples  submitted  for  arbitration  are  drawn 
in  the  presence  of  both  the  deliverer  and  receiver  or  their  representa- 
tives, the  receiver  having  the  right  to  object  to  or  "  protest "  any  bales 
which  he  considers  below  contract  grade.  Either  party  Las  the  right 
of  appeal  to  another  set  of  arbitrators,  also  chosen  by  lot.  The  New 
Orleans  Cotton  Exchange  assumes  no  responsibility  for  classification 
beyond  the  maintenance  of  types  and  the  selection  of  arbitrators. 

The  classification  of  contract  cotton  in  New  York,  on  the  other 
hand,  is  entirely  under  the  official  control  of  the  New  York  Cotton 
Exchange.    The  exchange  has  an  inspection  bureau  which  samples 
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cotton  intended  for  contract  delivery,  establishes  its  grade,  and  issues 
a  certificate  of  grade.  Such  certificate  holds  good  for  a  year,  or 
until  the  cotton  is  shipped  from  the  port  of  New  York,  subject  to  a 
demand  for  reclassification  by  any  holder  not  satisfied  with  the  classi- 
fication as  originally  established.  The  actual  work  of  grading  is 
performed  by  a  classification  committee  consisting  of  five  salaried 
employees  of  the  exchange.  This  committee  receives  the  samples 
drawn  at  the  dock  or  warehouse  by  assistant  inspectors  and  is  sup- 
posed to  grade  these  samples  in  accordance  with  the  established 
standards  of  the  exchange,  of  which  duplicate  sets  known  as  "  work- 
ing types  "  are  kept  in  the  classification  ro<Hn.  Two  members  of  the 
committee  act  upon  the  set  of  samples  for  each  lot  and  in  case  of 
disagreement  a  third  member  is  called  in.  The  owner  may  appeal, 
in  which  case  the  cotton  must  be  reexamined  by  at  least  four  of  the 
five  members  of  the  committee,  whose  decision  is  final.  When  the 
grade  has  been  established,  the  inspector  in  chief  issues  a  grade  cer- 
tificate showing  the  number  of  bales  of  each  different  grade  in  the  lot 
thus  classed.  The  certificate  does  not,  however,  indicate  the  grade  of 
individual  bales,  so  as  to  identify  each  bale. 

Purchasers  of  cotton  on  contract  in  New  York  must  take  the  cotton 
at  the  grade  thus  established  by  the  classification  committee  and  pay 
the  seller  on  that  basis.  As  just  stated,  however,  the  purchaser  has 
the  right  to  demand  a  new  classification.  If  this  shows  the  cotton  to 
be  of  a  grade  inferior  to  that  originally  given  it  or  below  the  contract 
limit,  the  holder  of  the  certificate  has  a  claim  for  reimbursement 
from  the  inspection  fund  of  the  exchange.  Such  reclassification, 
while  in  the  nature  of  an  appeal,  is  conducted  by  the  classification 
committee  in  the  same  manner  as  the  original  classification.  Since 
at  least  two  members  of  the  conmiittee  were  the  original  classers, 
this  means  that  on  reclassifications,  and  also  on  appeals,  the  grade 
may  be  determined  in  part  at  least  by  the  classers  who  made  the 
original  award.  Some  objections  urged  against  this  method  are 
discussed  below. 

COMPLAINTS  REGARDING  THE  CHARACTER  OF  THE   NEW  YORK  STOCK. 

Those  who  complain  that  a  large  part  of  the  stock  of  cotton  at 
New  York  is  of  an  unmerchantable  character  usually  charge  that  this 
stock  has  been  used  for  the  purpose  of  depressing  the  price  of  future 
contracts,  and  indirectly  the  price  of  spot  cotton,  throughout  the 
country.  It  is  alleged  that  the  fear  of  buyers  of  contracts  at  New 
York  that  they  will  have  to  accept  inferior  cotton  on  contract  delivery 
induces  them  to  lower  the  price  which  they  bid  for  contracts.  As  a 
remedy  it  is  contended  that  some  of  the  lowest  grades  should  be  ex- 
cluded from  contract  delivery  altogether.  This  matter  is  referred  to 
later. 


4  COTTON  EXCHANGES — CLASSIFICATION   OF  COTTON. 

The  investigation  has  shown  that  many  extreme  charges  regarding 
the  stock  of  cotton  at  New  York  can  not  be  fully  sustained.  A  pre- 
vailing impression  that  many  thousands  of  bales  of  cotton  in  the  New 
York  market  have  been  carried  for  many  years,  until  the  stock  is  little 
more  than  an  accumulation  of  rubbish,  is  disproved  by  the  fact  that 
the  entire  stock  at  New  York  has  on  several  occasions  in  recent  years 
been  reduced  to  a  very  small  quantity.  Thus,  in  October,  1900,  the 
total  certificated  stock  was  only  a  trifle  over  5,000  bales,  and  as  re- 
cently as  September,  1904,  it  was  only  15,600  bales.  At  the  latter 
date  a  considerable  part  of  the  stock  was  apparently  of  fairly  high 
grade.  Consequently  it  is  certain  that  the  amount  of  very  low  grade 
cotton  carried  over  in  New  York  for  any  considerable  period  of  years 
can  not  be  extremely  large.  On  the  other  hand,  there  is  some  cotton 
which  has  thus  been  carried  over  from  year  to  year.  The  president 
of  the  New  York  Cotton  Exchange,  in  November,  1907,  stated  to  the 
revision  committee  that  some  cotton  had  been  in  the  New  York  stock 
for  four  years,  and  that  the  reason  it  had  not  been  purchased  for  con- 
sumption was  that  it  was  of  such  poor  quality  as  to  be  undesirable  at 
the  grade  differences  then  existing.  Moreover,  a  considerable  amount 
of  the  cotton  certificated  in  the  season  of  1906-7  was  of  very  poor 
quality.  The  1906-7  crop,  it  may  be  noted,  was  seriously  damaged 
by  unfavorable  weather. 

Since  the  tendency  of  the  New  York  market  is  to  attract  surplus 
grades  of  cotton,  it  follows  that  in  years  when  the  crop  is  of  high 
grade  the  receipts  at  New  York  should  be  mainly  of  high-grade 
cotton,  and  not  invariably  of  low  grades.  This  has  been  the  case. 
Simple  average  figures  compiled  from  the  records  of  the  exchange — 
accepting  for  the  moment  the  classification  of  the  inspection  bureau  as 
correct — indicate  that  for  the  crop  years  from  1890-91  to  1906-7,  in- 
clusive, 40.3  per  cent  of  the  cotton  certificated  was  above  middling  in 
value,  8.2  per  cent  middling  or  the  equivalent  of  middling  in  value, 
iind  51.5  per  cent  below  middling  in  value.  These  figures  are  not  con- 
clusive because  the  classification  of  the  New  York  Cotton  Exchange,  as 
shown  below,  can  not  thus  be  accepted  at  its  face  value.  Moreover,  the 
figures  include  reclassifications  as  well  as  original  classifications,  and 
as  a  result  tend  to  exaggerate  the  prevailing  character  of  the  stock  in 
any  given  year.  At  the  same  time  they  are  prima  facie  evidence  that 
the  New  York  stock  has  not  been  composed  exclusively  of  extremely 
low  grades. 

These  figures,  it  should  be  noted,  represent  the  grade  at  the  time 
of  classification.  As  the  season  advances  the  more  desirable  grades  for 
the  time  being  are  removed  for  consumption,  thus  leaving  the  stock 
composed  mainly  of  the  less  desirable  or  surplus  grades.  Until  re- 
cently the  New  York  Cotton  Exchange  kept  no  records  showing  the 
character  of  the  certificated  stock  on  hand  at  any  given  date.    In  Jan- 
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uary,  1907,  however,  the  exchange  commenced  the  publication  of  sta- 
tistics giving  the  certificated  stock  by  grades.  The  first  statement  in- 
dicated that,  out  of  a  total  stock  of  over  115,000  bales,  not  over  10 
per  cent  would  fall  under  the  designation  of  extremely  low  grade 
cotton,  say  below  strict  good  ordinary,  assuming  the  classification  to 
have  been  correct.  A  similar  statement  for  March  31, 1908,  however, 
showed  that,  out  of  a  total  certificated  stock  of  78,069  bales,  only 
2,200  bales  were  of  the  value  of  middling  and  above.  At  this  time 
there  were  11,512  bales  of  good  ordinary  and  about  10,500  bales 
of  low  middling  tinged  and  middling  stained  cotton.  These  low 
grades,  therefore,  constituted  about  30  per  cent  of  the  total  stock. 
At  the  end  of  April,  1908,  the  total  certificated  stock  had  been  reduced 
to  about  72,000  bales,  of  which  the  grades  of  good  ordinary,  low  mid- 
dling tinged,  and  middling  stained  comprised  about  20,700  bales. 
There  were  32,866  bales  of  strict  good  ordinary,  this  grade  represent- 
ing over  45  per  cent  of  the  total.  There  were  practically  9,500  bales 
of  low  middling.  Only  3,300  bales  of  the  72,000  were  in  grades  above 
low  middling.  The  character  of  the  stock  at  this  time  was,  therefore, 
distinctly  low.  The  season  was,  of  course,  well  advanced,  and  the 
stock  of  better  grades  had  been  heavily  drawn  upon  in  nearly  all 
markets.  It  should  be  repeated,  as  stated  in  Part  I,  that  since  the 
1st  of  January,  1908,  the  New  York  Cotton  Exchange  has  eliminated 
several  of  the  lowest  grades  of  cotton  formerly  recognized  by  its  con- 
tract, and  that,  therefore,  the  stock  at  present,  although  low,  is  never- 
theless better  than  it  would  have  been  if  the  former  contract  limits 
had  remained  in  effect. 

EVIDENCE   OF   OVERCLASSIFICATION    AT   NEW   YORK. 

While  extreme  charges  against  the  grading  of  cotton  at  New  York 
have  undoubtedly  exaggerated  actual  conditions,  nevertheless  it  is 
certain  that  serious  overclassification  has  frequently  occurred  in  that 
market.  Members  of  the  New  York  Cotton  Exchange  have  repeat- 
edly asserted  that  the  certificated  stock  includes  no  unmerchantable 
cotton,  and  have  contended  that  this  is  proved  by  the  fact  that  the 
great  bulk  of  cotton  passed  by  the  inspection  bureau  sooner  or  later  is 
shipped  out  of  New  York  for  actual  consumption.  This  argument 
does  not  meet  the  issue.  Practically  no  cotton  is  raised  which  is  not 
merchantable  for  some  purpose  or  other.  This,  however,  does  not 
warrant  including  cotton  in  the  certificated  stock  by  calling  it  of  a 
higher  grade  than  it  actually  is.  The  inclusion  of  low-grade  cotton, 
if  properly  graded  and  if  properly  valued  by  means  of  a  correct  sys- 
tem of  price  "  differences,"  can  be  defended  on  some  grounds,  although 
the  inclusion  of  such  grades  may  not  be  best  for  the  interests  of  the 
trade  as  a  whole.  Overgrading  of  cotton,  however,  is  a  different  mat- 
ter and  clearly  indefensible. 
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While  charges  of  overgrading  at  New  York  have  been  made  re- 
peatedly, there  is  a  practical  difficulty  in  determining  how  far  they 
are  justified,  particularly  in  the  case  of  cotton  certificated  more  than 
a  year  ago.  It  is  almost  impossible  to  determine  just  what  cotton  has 
been  carried  over  in  the  New  York  stock  from  one  year  to  ajiother. 
Consequently,  complaints  of  overclassification  in  earlier  years  can  not 
be  absolutely  proved  or  disproved  by  physical  inspection.  Again, 
after  cotton  is  shipped  out  for  consumption,  tlie  samples  are  returned 
by  the  inspection  bureau  to  the  owner,  and  there  is  no  means  of  estab- 
lishing whether  or  not  the  cotton  has  been  overgraded.  The  prepon- 
derance of  testimony,  however,  leaves  no  doubt  that  cotton  has  been 
frequentlj'  and  seriously  overgraded  by  the  inspection  bureau  of  the 
New  York  Cotton  Exchange.  The  inspection  bureau  was  reorgan- 
ized in  June,  1007,  immediatclj^  after  the  election  of  a  new  board  of 
managers,  this  election  having  been  influenced  in  large  measure  by 
the  acute  dissatisfaction  in  the  cotton  trade  over  the  revision  of  No- 
vember, 1906  (fully  discussed  in  Part  I),  and  other  abuses.  The 
present  inspector  in  chief  admitted  that  at  times  prior  to  his  appoint- 
ment samples  submitted  to  the  classification  committee  had  not 
been  drawn  in  accordance  with  the  rules  and  might  not  have  fairly 
represented  the  bales  from  which  they  were  taken.  Several  members 
of  the  exchange,  moreover,  stated  that  the  work  of  the  inspection 
bureau  had  been  at  times  uneven  and  faulty.  Pronounced  and  specific 
complaints  of  overclassification  were  made  by  cotton  merchants  in  the 
South. 

Conclusive  evidence  of  overclassification  of  cotton  at  New  York 
prior  to  the  reorganization  of  the  inspection  bureau  in  1907  is  fur- 
nished by  the  record  of  payments  from  the  inspection  fund.  This  in- 
spection fund  is  derived  from  fees  charged  for  classification.  It  is 
responsible  to  owners  of  cotton  to  indemnify  them  in  case  on  rein- 
spection  the  grade  is  lowered,  or  in  case  cotton  which  had  previously 
been  admitted  to  the  certificated  stock  is  pronounced  unfit  to  remain 
in  that  stock  and  is  consequently  rejected.  If  cotton  on  reclassifica- 
tion were  pronounced  below  the  lowest  grade  tenderable  on  contract, 
the  owner  would  be  paid  for  it  in  cash  on  the  basis  of  the  current 
contract  price,  allowing,  of  course,  for  grade  differences,  plus  a 
penalty,  and  the  inspection  bureau  would  take  this  cotton  and  sell  it 
for  what  it  would  bring  in  the  spot  market. 

The  record  of  payments  from  the  inspection  fund  on  account  of 
claims  for  grade — ^that  is,  claims  due  to  the  fact  that  cotton  on  re- 
classification was  placed  in  a  lower  grade,  and  consequently  given 
a  lower  value  than  that  accorded  it  on  the  original  classifica- 
tion— for  the  period  from  1890  to  1906  shows  only  three  years  in 
which  the  payments  exceeded  $500,  and  that  the  average  yearly  pay- 
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ments  for  this  period  were  under  that  figure.  In  the  fiscal  year 
1891-92  (May,  1891,  to  April,  1892)  such  payments  amounted  to 
about  $2,300,  and  in  the  succeeding  year  to  $2,500,  but  these 
payments  were  unusually  large.  In  the  fiscal  year  ended  April  30, 
1907,  however,  they  increased  sharply,  while  for  the  fiscal  year  ended 
April  30,  1908,  they  amounted  to  almost  $12,000.  The  total  pay- 
ments on  account  of  absolute  rejections  (as  distinct  from  mere  reduc- 
tions in  grade)  from  1890  to  1906  were  less  than  $12,000,  or  an 
average  of  less  than  $750  per  year.  For  the  fiscal  year  ended  April 
30,  1908,  alone  they  amounted  to  almost  $15,000.  These  are  the  net 
payments;  that  is,  the  actual  loss  to  the  inspection  fund  after  credit- 
ing against  the  gross  payment  to  the  owner  of  the  rejected  cotton  the 
amount  realized  by  the  inspection  bureau  fi'om  the  sale  of  such  cotton. 

The  exceedingly  large  payments  from  the  inspection  fund  since 
May  1,  190G,  and  particularly  during  the  year  from  May  1,  1907, 
to  April  30,  1908,  therefore  show  conclusively  that  large  amounts 
cf  cotton  must  have  been  seriously  overgraded  on  the  original  classi- 
fication, and  also  that  considerable  cotton  had  been  admitted  to  the 
certificated  stock  which  should  have  been  excluded.  That  the  pay- 
ments from  the  inspection  fund  during  the  earlier  years  were  small, 
on  the  other  hand,  does  not  indicate  that  the  classification  at  that  time 
was  proper.  Instead,  it  probably  means  that  on  reclassification,  as 
well  as  on  the  original  classification,  the  tendency  was  to  overgrade 
the  cotton.  The  large  payments  of  the  fiscal  year  1906-7  were  doubt- 
less partly  due  to  the  peculiarly  low  character  of  the  cotton  that 
year,  which  rendered  classification  difficult.  But  they  are  also  in  some 
measure  attributable  to  the  pressure  brought  upon  members  of  the 
classification  committee  as  a  result  of  growing  dissatisfaction  on  the 
part  of  members  of  the  exchange  with  the  management.  The  still 
larger  payments  of  1907-8  followed  the  reorganization  of  the  inspec- 
tion bureau,  which  was  a  result  of  the  dissatisfaction  noted,  and  were 
mainly  due  to  the  reclassification  of  cotton  which  was  first  classed 
prior  to  the  reorganization. 

In  connection  with  these  heavy  payments  from  the  inspection 
fund  it  should  be  stated  that  most  of  the  cotton  rejected  during  the 
period  mentioned  realized  on  forced  sale  from  8^  to  9  cents  or  more, 
the  average  for  several  hundred  bales  being  8.93  cents.  This  goes  to 
sliow  that  although  the  cotton  unquestionably  had  been  overgraded, 
it  nevertheless  had  a  commercial  value. 

INFERIOR   COTTON   DELIBERATELY   FORCED   INTO   NEW   YORK   CERTIFICATED 

STOCK  BY  COTTON-EXCHANGE  AUTHORITIES. 

Not  only  has  cotton  really  below  the  standard  prescribed  for  con- 
tract delivery  been  certificated  at  New  York,  but  such  cotton  was  for 
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a  time  virtually  forced  into  the  New  York  stock  in  pursuance  of  a 
ruling  of  the  board  of  appeals  of  the  New  York  Cotton  Exchange, 
one  of  the  highest  committees  of  the  exchange,  and  against  the  judg- 
ment of  members  of  the  classification  committee.  This  remarkable 
ruling,  which  was  in  effect  during  part  of  the  season  of  1906-7,  appar- 
ently came  about  in  the  following  manner:  The  assistant  inspectors 
make  a  preliminary  classification  of  the  cotton  at  the  dock  or  ware- 
house ;  but  their  classification,  under  the  rules  of  the  New  York  Cot- 
ton Exchange,  is  not  binding  upon  the  classification  committee,  which 
may  reject  cotton  passed  by  the  assistant  inspectors.  It  had  hap- 
pened, however,  that  during  the  interval  between  the  original  inspec- 
tion at  the  dock  and  the  final  classification  by  the  classification  com- 
mittee, contracts  had  been  sold  against  such  cotton,  and  warehouse 
receipts  specifying  the  weight  but  not  the  grade  had  been  used  a> 
collateral  in  obtaining  loans  from  banks;  so  that  the  subsequent  re- 
jection of  certain  bales  in  such  lots  by  the  classification  committee 
caused  considerable  inconvenience.  This  was  the  ostensible  excuse 
for  the  ruling  in  question.  Nevertheless,  the  by-laws  of  the  New  York 
Cotton  Exchange  distinctly  provide  that  no  delivery  of  cotton  shall 
be  considered  complete  until  a  duly  executed  certificate  signed  by  the 
inspector  in  chief  has  been  delivered  to  the  receiver,  such  certificate, 
of  course,  to  be  based  upon  the  decision  of  the  classification  committee. 
In  the  face  of  the  by-laws,  the  board  of  appeals  of  the  New  York 
Cotton  Exchange  ruled  in  the  latter  part  of  1906  that  where  cotton 
which  had  been  passed  by  the  assistant  inspectors  at  the  dock  was  later 
pronounced  by  the  classification  committee  to  be  below  any  deliver- 
able grade,  it  nevertheless  should  be  permitted  to  go  into  the  certifi- 
cated stock,  taking  the  lowest  grade  recognized  by  the  exchange. 
This  arbitrary  ruling  of  the  board  of  appeals  clearly  was  subversive 
of  the  entire  scheme  of  classification,  in  that  it  virtually  made  the 
assistant  inspector  at  the  dock,  instead  of  the  classification  committee, 

the  final  authority  for  the  admission  of  the  cotton  into  the  certificated 
stock. 

Members  of  the  classification  committee,  it  should  be  said,  while 
obeying  this  ruling  of  the  board  of  appeals,  did  so  under  protest.  On 
the  grade  slips  for  lots  of  cotton  including  bales  which  in  their 
opinion  were  below  deliverable  grade  members  of  the  committee  noted 
that  fact.  These  notations  or  protests  were  usually  in  one  of  the  fol- 
lowing forms: 

One  bale  [or bales]  under  grade;  should  have  been  re- 
jected. Valued  at  lowest  grade  called  for  on  contract  in  accord- 
ance with  decision  rendered  by  board  of  appeals. 

Certificate  issued  under  instructions  from  warehouse  and  de- 
livery committee  at  meeting  held  March  14,  1907. 


8UMMABY.  9 

These  protests  were  termed  by  members  of  the  classification  com- 
mittee their  "  declaration  of  independence.''    One  member  said : 

The  reason  I  signed  those  slips  with  that  notation  was  to  de- 
fend myself  thereafter  for  calling  cotton  grades  that  I  knew  it 
was  not. 

This  certification  of  cotton  actually  below  tenderable  grade  is  es- 
pecially important  because  it  was  not  due  to  the  carelessness  of  the 
classification  conmiittee,  or  to  the  dishonesty  of  any  individual  em- 
ployee, but  was  the  expression  of  a  deliberate  policy  of  one  of  the 
highest  committees  of  the  exchange,  which  should  hare  taken  every 
precaution  to  protect  the  integrity  of  the  contract.  It  has  been  argued 
that  although  the  holder  of  a  contract  could  be  forced  to  accept  such 
cotton  he  could  in  turn  retender  it  at  the  false  valuation.  Obviously, 
this  was  no  justification.  On  this  ground  the  board  of  appeals  might 
have  ordered  the  classification  committee  to  certificate  sawdust. 
Again,  it  has  been  argued  that  the  receiver,  if  dissatisfied,  could  make 
claim  upon  the  inspection  fund.  But  there  was  no  ground,  under  this 
ruling,  on  which  the  committee  could  reverse  its  decision.  In  any 
event  the  argument  clearly  is  improper.  The  inspection  fund  was 
intended  to  provide  for  genuine  errors  in  classification  and  not  to 
place  a  premium  on  the  deliberate  certification  of  cotton  clearly  unfit 
for  contract  delivery. 

Members  of  the  New  York  Cotton  Exchange  have  also  attempted  to 
excuse  this  extraordinary  ruling  of  the  board  of  appeals  on  the  ground 
that  only  a  few  hundred  bales  of  rejectable  cotton  were  thus  deliber- 
ately allowed  to  go  into  the  certificated  stock.  They  have  further 
attempted  to  defend  the  classification  of  the  exchange  generally  on 
the  ground  that  the  amount  of  certificated  cotton  which  was  really 
below  tenderable  grade,  or  even  the  amount  which,  although  tender- 
able,  is  of  exceptionally  low  grade,  is  but  a  small  percentage  of  the 
total  certificated  stock.  They  argue  that  the  buyer  of  a  future  con- 
tract would  therefore  be  indifferent  to  the  possibility  of  receiving 
some  of  this  cotton.  This  argument  is  so  absurd  as  hardly  to  call  for 
discussion.  It  would  be  about  as  logical  for  a  man  to  say  that  he 
would  be  willing  to  stand  up  before  a  squad  of  soldiers  to  be  shot  at 
simply  because  only  a  portion  of  the  guns  were  loaded.  Such  cotton 
would  unquestionably  exert  an  influence  upon  the  buyer  out  of  all 
proportion  to  its  actual  amount  relative  to  the  total  stock,  because  he 
must  take  whatever  the  seller  chooses  to  tender  him.  When  the  new 
management  of  the  New  York  Cotton  Exchange  came  into  office,  in 
June,  1907,  this  practice  of  accepting  cotton  under  the  ruling  of  the 
board  of  appeals  was  promptly  stopped. 

This  ruling  of  the  board  of  appeals  has  been  emphasized  because 
it  illustrates  a  more  or  less  general  tendency  of  the  officials  of  the 
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New  York  Cotton  Exchange  to  depart  from  commercial  and  equitable 
principles  in  the  very  fundamentals  of  their  system.  It  may  easily 
be  that  larger  quantities  of  cotton  have  been  improperly  graded  at 
New  Orleans.  Absolute  integrity  on  the  part  of  all  individuals 
can  not  be  hoped  for.  But  there  is  no  excuse  for  lack  of  integrity 
in  the  system  itself.  A  large  part  of  the  complaint  regarding  over- 
classification  of  cotton  at  New  York,  however,  is  not  necessarily 
complaint  against  the  system,  but  rather  against  its  practical  appli- 
cation by  the  classification  committee;  and  the  evils  can  largely  be 
remedied  by  greater  care  and  conscientiousness,  without  change  in  the 
system  itself.  Some  proposals  for  certain  changes  in  the  system  of 
classification  are,  however,  discussed  later. 

An  especial  reason  why  the  New  York  Cotton  Exchange  should 
endeavor  to  maintain  the  integrity  of  its  classification  is  that  under 
the  most  favorable  circumstances  the  stock  at  New  York  is  composed 
largely  of  the  least  desirable  grades  of  the  crop.  The  buyer  of  a  con- 
tract in  New  York  is  at  all  times  under  serious  disadvantage  in  this 
respect,  and  no  effort  should  be  spared  to  prevent  incorrect  or  kn- 
proper  classification. 

Owing  to  the  recent  elimination  of  several  of  the  lowest  grades  of 
cotton  from  the  deliverable  range  at  New  York  it  seems  reasonable  to 
hope  that  many  of  the  abuses  formerly  charged  against  classification 
in  that  market  will  not  be  repeated.  Efforts  have  already  been  made 
to  secure  more  accurate  grading  of  cotton,  and,  as  tlie  increased  pay- 
ments from  the  inspection  fund  above  noted  indicate,  such  efforta  have 
met  with  at  least  some  degree  of  success. 

OBJECTIONS  ADVANCED  AGAINST  CERTIFICATE  SYSTEM   IN  PRINCIPLE. 

Aside  from  complaints  of  overclassification  of  cotton  at  New 
York,  the  certificate  system  itself,  as  employed  in  that  market,  is 
condemned  by  some  as  fundamentally  incorrect  in  principle.  It  is 
argued  that  the  original  owner  of  cotton  who  submits  it  to  the  inspec- 
tion bureau  for  classification  will  naturally  use  every  influence  to  se- 
cure an  overclassification,  and  that  the  buyer  is  not  represented  at  the 
time  of  the  original  classification,  as  he  is  at  New  Orleans.  The  op- 
portunity of  the  buyer  subsequently  to  demand  a  reclassification  is 
considered  an  inadequate  protection  to  him ;  moreover,  if  the  decision 
is  against  him  he  has  to  bear  the  expense.  Another  complaint  is  that 
the  certificate  system  permits  large  operators  to  select  the  most  de- 
sirable certificates  for  sale  to  spinners,  while  leaving  the  most  unde- 
sirable grades  in  the  New  York  stock. 

It  is  further  urged  that  the  delivery  of  cotton  by  certificate  is  too 
easy  and  that  it  tends  to  favor  bearish  manipulation  because  the  seller 
can  deliver  5,000  or  10,000  or  100,000  bales  in  a  moment,  thus  possibly 
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forcmg  buyers  of  limited  resources  to  sell  out  at  a  sacrifice,  whereas 
under  the  New^  Orleans  system  he  can  not  deliver  more  cotton  in  a 
day  than  he  can  physically  move  from  a  warehouse. 

There  does  not  appear  to  be  much  weight  to  complaints  against 
the  certificate  system  in  principle.  There  seems  to  be  little  objection 
to  the  system  if  it  is  only  properly  applied.  Indeed,  that  system 
has  some  manifest  advantages,  particularly  in  that  it  tends  to  avoid 
the  expense  and  labor  of  frequent  rehandling  and  resampling  of  cot- 
ton. The  principle  of  leaving  classification  to  a  body  of  salaried 
experts,  if  properly  safeguarded,  also  seems  altogether  unobjection- 
able. 

COMPLAINTS    AGAINST    NEW   ORLEANS   CLASSIFICATION. 

Complaints  against  the  New  Orleans  classification  are  in  substance 
that  cotton  which  was  merchantable  and  properly  tenderable  has  been 
rejected  or  has  been  undergraded.  Such  complaints  were  made  not 
only  by  members  of  the  New  York  Cotton  Exchange,  but  by  mer- 
chants in  the  South,  some  of  whom  had  shipped  cotton  to  the  New 
Orleans  market.  While  such  complaints  were  numerous,  most  of 
them  were  vague  and  indefinite ;  few  were  supported  by  tangible  evi- 
dence. One  of  the  most  frequently  cited  of  such  instances  occurred 
in  the  summer  of  1906,  when  a  firm  of  cotton  merchants,  members  of 
the  New  York  Cotton  Exchange,  shipped  approximately  a  thousand 
bales  of  cotton  to  New  Orleans  for  delivery  on  contract.  At  this 
time  there  was  a  rather  severe  corner  in  the  New  Orleans  market. 
Out  of  the  thousand  bales  shipped,  only  a  little  over  five  hundred 
were  accepted;  several  hundred  were  withdrawn  by  the  deliverers 
after  having  been  tentatively  tendered.  The  action  of  the  New 
Orleans  arbitrators  in  this  case  was  sharply  denounced  by  members 
of  the  New  York  Cotton  Exchange  as  showing  bias  in  favor  of  the 
New  Orleans  receivers. 

Careful  investigation  of  this  particular  case  showed  that  the  New 
York  shippers  had  sent  unbroken  certificated  lots,  many  of  which 
included  cotton  which  the  shippers  themselves  knew  was  of  such  low 
grade  that  its  acceptance  in  New  Orleans  was  doubtful.  Further- 
more, the  shippers  admitted  that  approximately  150  bales  of  this 
cotton  which  failed  to  pass  the  New  Orleans  arbitrators  could  not 
be  sold  over  factors'  tables  in  New  Orleans;  in  other  words,  that  it 
could  not  be  sold  in  one  of  the  largest  spot  markets  in  the  world. 

Since  there  was  a  sharp  comer  in  New  Orlealis  at  that  time,  it 
would  obviously  have  been  to  the  interest  of  the  receivers  to  prevent 
the  delivery  of  this  cotton,  because  they  could  thus  punish  short  sellers 
the  more  severely.  It  is  possible  therefore  that  arbitrations  in  New 
Orleans  at  this  time  were  too  severe.    In  view  of  the  admissions  of 
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the  shippers  themselves,  however,  it  is  entirely  fair  to  state  that  com- 
plaints against  these  arbitrations  were  not  conclusively  sustained,  and 
this  was  true  of  the  other  specific  instances  brought  to  the  attention 
of  the  Bureau. 

It  is  not  contended,  however,  that  arbitrations  in  New  OfllBans 
have  invariably  been  fair.  In  fact,  in  view  of  local  jealousies,  and 
particularly  in  view  of  the  fact  that  in  times  of  squeezes  and  corners 
there  is  great  temptation  for  receivers  to  attempt  to  influence  Arbi- 
trators improperly,  and  that  arbitrators  themselves  might  be  um^- 
sciously  influenced  by  local  sentiment,  it  would  not  be  surprising  if 
abuses  of  this  sort  had  occurred.  Furthermore,  as  already  stated, 
southern  merchants  themselves  very  generally  assert  that  New  Or- 
leans arbitrations  are  unduly  severe.  The  fact,  however,  that  the 
arbitration  of  cotton  in  New  Orleans  is  left  to  men  drawn  by  lot, 
and  that  both  buyers  and  sellers  have  the  right  of  appeal  to  other 
arbitrators  similarly  chosen,  is  reasonable  protection  against  any 
general  abuse  of  power.  It  should  be  borne  in  mind  that  the  tendency 
of  a  shipper  naturally  is  to  force  cotton  through  which  is  hardly  up 
to  the  mark,  and  that  complaints  of  shippers  may  thus  naturally  be 
overdrawn. 

DIFFERENCE  BETWEEN    NEW   YORK  AND   NEW  ORLEANS  CONTRACTS. 

Moreover,  it  seems  probable  that  dissatisfaction  over  the  classifica- 
tion of  cotton  in  either  New  York  or  New  Orleans  is  partly  charge- 
able to  the  inherent  impossibility  of  securing  absolute  accuracy  in 
grading,  even  with  the  best  of  intentions  on  the  part  of  those  per- 
forming the  work.  Furthermore,  it  is  probable  that  many  com- 
plaints by  New  York  interests  regarding  New  Orleans  classifications 
have  been  due  to  a  failure  to  appreciate  the  material  difference  be- 
tween the  rules  of  the  two  exchanges.  In  particular,  the  provision 
of  the  New  Orleans  contract  that  no  cotton  below  the  value  of  good 
ordinary,  fair  color,  shall  be  deliverable  is  exceedingly  important, 
since  it  tends  to  exclude  a  great  deal  of  cotton  which  under  the  rules 
of  the  New  York  Cotton  Exchange  is  deliverable,  or  at  least  has  been 
deliverable  until  very  recently.  Moreover,  since  the  value  of  good 
ordinary  cotton  of  fair  color  may  change  from  season  to  season,  and 
even  during  a  given  season,  this  provision  results  in  a  variable  limit 
for  the  classification  of  irregular  cotton,  such  as  the  tinged  and 
stained  grades.  As  a  result  of  this  provision,  cotton  which  may 
properly  be  tenderable  at  one  time  in  New  Orleans  may  as  properly 
be  excluded  a  few  months  later.  This  fact  has  probably  been  over- 
looked in  many  disputes  over  classification  in  the  New  Orleans  mar- 
ket. In  the  same  way  some  complaints  against  the  New  York  classi- 
fiontioii  v^(\y  have  been  due  to  a  misunderstanding  of  the  rules  of  that 
exchange. 
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STJaOESTEB  IMFBOVEMENTS  IN  CLASSIFICATION. 
PROPOSED    ESTABLISHMENT    OF    UNIFORM    GRADE    STANDARDS. 

'  Numerous  suggestions  looking  to  improvement  in  methods  of  clas- 
^fication  in  both  the  New  York  and  New  Orleans  markets  are  dis- 
cussed in  the  body  of  the  report.  One  of  these  is  a  recommendation 
for  the  establishment  of  uniform  standards  of  the  leading  grades 
in  all  markets.  This  is  an  exceedingly  important  matter,  and,  while 
there  are  some  practical  difficulties  in  the  way  of  its  accomplishment, 
these  do  not  appear  to  be  insurmountable.  The  establishment  of 
such  uniform  standards,  even  if  applied  only  to  cotton  tendered  on 
future  contracts,  should  go  far  to  reduce  the  friction  which  has  been 
an  almost  constant  feature  of  classification  up  to  this  time.  An 
especial  advantage  of  such  standards,  aside  from  their  tendency 
to  reduce  controversies  over  grading,  is  that  they  would  tend  to 
harmonize  quotations  of  the  various  grades  in  diflferent  markets. 
It  was  suggested  in  Part  I  of  this  report  that  the  New  York  Cotton 
Exchange  use  the  differences  of  several  southern  markets  as  a  basis 
for  determining  its  contract  differences.  One  objection  advanced 
against  this  plan  is  based  on  the  admitted  discrepancies  between  the 
standards  of  different  markets,  which  discrepancies,  of  course,  tend 
to  affect  the  quotations,  although  this  difficulty  can  be  largely  over- 
come. The  adoption  of  uniform  standards,  by  tending  to  promote 
uniformity  in  the  basis  of  quotation,  should  go  far  to  eliminate  this 
objection. 

Years  ago  an  attempt  was  made  to  secure  the  establishment  of 
uniform  standards  by  joino  action  on  the  part  of  the  leading  cotton 
exchanges,  but  the  movement  fell  flat,  and  similar  efforts  made  from 
time  to  time  by  the  New  York  Cotton  Exchange  have  failed  to  meet 
with  much  response  from  southern  markets  or  from  Liverpool.  There 
is  no  good  reason,  however,  why  such  efforts  should  be  abandoned. 
Instead,  an  earnest  attempt  should  be  made  at  once  to  secure  the 
establishment  of  uniform  standards.  A  provision  for  the  establish- 
ment of  such  standards  by  experts  to  be  selected  by  the  Secretary  of 
Agriculture  was  included  in  the  agricultural  appropriation  bill  for 
the  fiscal  year  1908-9.  It  is  not  proposed  to  make  the  introduction 
of  these  standards  compulsory. 

NEED  OF  PROVISION   FOR   REJECTION   OF   WEAK-STAPLE   COTTON. 

Another  important  suggestion  is  that  specific  provisions  be  adopted 
by  both  the  New  York  and  New  Orleans  exchanges  for  the  rejection 
of  cotton  of  extremely  weak  staple.  One  of  the  principal  complaints 
against  the  New  York  classification  is  that  cotton  of  extremely  weak 
staple,  or  so-called  "  perished  "  staple,  has  been  admitted  to  the  cer- 
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lificated  stock,  principally  in  the  low-grade  crop  year  1906-7,  There 
can  be  no  doubt  that  this  charge  is  true.  Members  of  the  classifica* 
tion  committee  itself  admitted  this,  but  asserted  that  the  total  amount 
was  small.  In  defense  of  their  action  members  of  the  committee* 
pointed  out  that  the  rules  of  the  New  York  Cotton  Exchange  make* 
no  provision  for  the  rejection  of  such  cotton,  and  that  members  of  the 
committee  are  not  required  to  test  the  soundness  or  strength  of  cotton, 
but  simpl)'  to  grade  it  in  accordance  with  the  standards  of  the  ex- 
change with  respect  to  color  and  the  amount  of  dirt  and  other  foreign 
matter.  While  there  is  no  specific  rule  on  this  point,  however,  it  is 
clearly  improper  for  the  classification  committee  to  admit  to  the  cer- 
tificated stock  cotton  of  distinctly  perished  staple  and  consequently  of 
an  unmerchantable  character. 

The  rules  of  the  New  Orleans  Cotton  Exchange  likewise  contain  no 
specific  provision  for  rejecting  extremely  weak  or  so-called  perished 
staple  cotton.  The  New  Orleans  contract,  however,  as  just  stated, 
stipulates  that  no  cotton  shall  be  deliverable  which  has  a  less  market 
value  than  good  ordinary  of  fair  color.  Extremely  weak  or  per- 
ished staple  cotton  would,  as  a  rule,  be  excluded  by  this  provision. 
Furthermore,  since  in  New  Orleans  the  receiver  as  well  as  the  de- 
liverer is  represented  at  the  time  the  samples  are  drawn,  and  since  the 
receiver  has  the  right  to  object  to  or  "  protest  "  any  samples  which  he 
considers  below  the  contract  limit,  the  absence  of  a  specific  provision 
from  the  rules  of  the  New  Orleans  Cotton  Exchange  for  the  rejection 
of  cotton  of  extremely  weak  staple  is  much  less  important  than  in  the 
case  of  New  York,  where  the  receiver  of  cotton  has  absolutely  no  voice 
in  the  original  classification.  A  certificate  system  under  which  the 
inspection  bureau  officially  undertakes  to  certify  to  the  grade  of  cot- 
ton involves  responsibilities  which  do  not  obtain  where  the  grading 
is  left  to  arbitration.  These  facts,  and  the  further  fact  that  com- 
plaints against  the  New  Orleans  classification,  instead  of  charging 
undue  laxity,  are  generally  to  the  effect  that  classification  in  that  mar- 
ket has  been  unduly  severe,  make  the  absence  of  specific  provisions  for 
the  rejection  of  extremely  weak  staple  cotton  in  New  Orleans  a  matter 
of  secondary  importance. 

Nevertheless,  it  is  desirable  that  both  exchanges  specifically  provide 
for  the  rejection  of  cotton  of  distinctly  weak  staple.  Similarly,  it  is 
desirable  that  both  exchanges  define  more  specifically  in  other  re- 
spects the  characteristics  of  cotton  which  shall  be  tenderable  on  con- 
tract. At  the  present  time  too  much  latitude  is  left  to  classification 
committees  and  arbitrators. 

USE  OF  WORKING  TYPES. 

Another  suggestion  relative  to  classification  in  both  the  New 
York  and  New  Orleans  markets  is  that  those  who  perform  the  actual 
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work  of  classification  should  be  compelled  to  keep  constantly  before 
them  the  standard  types  of  the  respective  exchanges.  At  the  present 
time  this  is  not  invariably  done  in  either  exchange.  The  standard 
types  in  both  markets  are  kept  in  the  room  where  the  work  of  classi- 
fication or  arbitration  is  performed,  but  actual  reference  to  such 
standards  is  left  to  the  discretion  of  the  classers.  It  is  alleged  that 
failure  to  irefer  regularly  to  these  standard  types  has  been  responsible 
for  many  errors  in  classification  in  both  markets.  Some  classers,  it 
is  true,  have  contended  that  constant  or  even  frequent  reference  to  the 
standard  types  was  not  necessary,  because  of  the  expertness  of  the 
classers.  It  was  argued  that  reference  to  such  standards  was  no  more 
necessary  than  reference  to  the  alphabet  after  one  has  learned  to 
read.  In  view,  however,  of  the  very  frequent  discrepancies  in  classi- 
fication, and  the  admitted  differences  of  opinion  even  among  experts, 
it  would  appear  that  more  frequent  or  even  constant  reference  to  the 
standard  types  of  the  respective  exchanges  is  eminently  desirable.  It 
is  difficult  to  see  how  a  rule  compelling  constant  reference  to  such 
types  could  possibly  be  a  disadvantage,  while  it  could  hardly  fail  to 
result,  in  the  main,  in  more  accurate  classification. 

It  also  seems  desirable  that  the  New  York  Cotton  Exchange  adopt 
working  types  for  the  half  grades  in  white  cotton  and  not  merely  for 
the  fuU  grades,  as  at  present.  The  New  Orleans  exchange  maintains 
types  for  such  half  grades  in  white  cotton.  On  the  other  hand,  the 
spot-quotation  committee  in  New  Orleans  does  not  quote  prices  for 
these  half  grades,  but  the  delivery  value  of  such  half  grades  is  fixed 
halfway  between  the  quoted  differences  for  adjacent  full  grades.  The 
quotation  of  such  half  grades  by  the  spot-quotation  committee  of  the 
New  Orleans  Cotton  Exchange  would  be  an  improvement  over  the 
present  method. 

METHODS  OF  APPEAL  AND  RECLuVSSIFICATION  AT  NEW  YORK. 

It  has  also  been  urged  that  instead  of  submitting  appeals  from 
classifications  in  the  New  York  market  to  the  entire  classification  com- 
mittee, which  includes  the  members  who  originally  classed  the  cotton, 
such  appeals,  and  reclassifications  also,  should  lie  entirely  with  an 
independent  committee.  The  present  practice  has  been  very  generally 
condemned.  On  the  other  hand,  in  New  Orleans,  where  appeals  are 
taken  to  an  independent  set  of  arbitrators,  reclassifications  often  show 
such  wide  divergence  from  the  original  awards  as  to  occasion  doubt 
as  to  whether  they  were  any  nearer  the  mark.  This  is  partly  due,  no 
doubt,  to  the  fact  that  in  New  Orleans  appeals  are  taken  to  a  very 
small  body  of  arbitrators,  whereas  the  chief  advantage  in  appeal  in 
the  case  of  cotton  appears  to  lie  in  securing  the  judgment  of  a  larger 
number  of  persons,  thereby  eliminating  as  far  as  possible  the  personal 
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equation  of  the  individual.  On  the  whole,  it  is  a  question  whether  an 
appeal  to  an  independent  body  would  be  an  improvement  over  the 
New  York  system,  particularly  since  there  is  reason  to  believe  that 
efforts  to  improve  the  work  of  the  classification  conmiittee  at  New 
York,  as  a  result  of  recent  complaints,  will  go  far  to  insure  greater 
accuracy.  It  is  doubtful  whether  anything  would  be  gained  by  ex- 
cluding those  members  of  the  committee  who  originally  passed  on  the 
cotton  from  participation  in  reclassification.  It  might,  however,  be 
desirable,  while  permitting  those  members  to  be  present,  to  prohibit 
them  from  voting. 

PROPOSED    RESORT    TO    ARBITRATION    FOR    TINGED    AND    STAINED    COTTON. 

The  establishment  of  official  standards  for  tinged  and  stained  cottons 
is  a  subject  of  much  controversy.  Most  leading  southern  markets 
do  not  attempt  to  establish  standards  for  such  cottons  or  to  quote 
such  irregular  grades  at  specific  prices.  The  establishment  of  arbi- 
trary standards  for  such  cottons  and  the  fixing  of  differences  for 
them  on  contract  deliveries  are  regarded  by  some  as  among  the  most 
objectionable  practices  of  the  New  York  Cotton  Exchange,  and  it 
is  urged  that  the  grade  of  and  the  differences  for  such  cotton  should 
invariably  be  determined  by  arbitration.  There  are  some  practical 
difficulties  in  combining  a  system  of  arbitration  with  the  certificate 
system,  and  if  these  can  not  be  overcome,  the  simplest  solution  ap- 
pears to  be  by  the  absolute  exclusion  of  a  still  larger  number  of 
such  tinged  and  stained  grades  from  the  privilege  of  contract  de- 
livery. 

IDENTIFICATION    OF    INDIVIDUAL    BALES    AT    NEW    YORK. 

Another  suggested  change  of  great  importance  is  that  every  bale  of 
cotton  in  the  New  York  stock  shall  be  identified  on  the  grade  certifi- 
cates, so  that  the  receiver  of  a  given  lot  of  cotton  can  instantly  know 
which  particular  bales  are  of  each  grade.  The  absence  of  such  practice 
at  New  York  has,  in  the  opinion  of  some,  been  designed  to  hamper  the 
purchaser  of  contracts  in  taking  up  cotton ;  certainly  it  has  had  that 
effect.  The  failure  to  identify  individual  bales  unquestionably  works 
great  hardship  on  receivers  of  cotton,  since  it  means  that  an  entire 
lot  of  cotton  may  have  to  be  resampled  in  order  to  locate  a  few  bales 
desired  at  any  particular  time.  It  has  been  argued  that  the  cost  of 
storage  and  other  warehousing  expenses  are  so  great  in  New  York 
that  such  identification  of  bales  is  impracticable.  This  argument  does 
not  appear  to  be  well  supported. 

It  has  also  been  suggested  that  cotton  be  classed  at  New  York  in 
even-running  lots  at  the  dock,  so  as  to  allow  a  range  of  but  one  full 
grade  on  any  one  certificate.    This  may  not  be  feasible.    The  mixture 
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of  grades  on  a  single  certificate  in  New  York  is  undoubtedly  very 
objectionable ;  but  it  is  to  some  extent  unavoidable,  owing  to  the  rela- 
tively unskilled  class  of  labor  necessarily  employed  in  inspecting  cot- 
ton at  the  docks,  and  also  to  the  irregular  delivery  of  cotton  at  New 
York  by  transportation  companies.  It  is,  however,  at  least  practi- 
cable to  identify  individual  bales,  which  would  go  far  toward  accom- 
plishing the  object  desired. 

EXTENSION   OF  NEW  YORK   CERTIFICATE  SYSTEM   TO  SOUTHERN   MARKETS. 

To  meet  complaints  against  the  character  of  the  New  York  stock 
some  members  of  the  New  York  Cotton  Exchange  have  for  years 
urged  the  extension  of  the  New  York  warehousing  and  certificate 
system  to  southern  markets.  Under  this  plan  cotton  would  be  stored 
in  licensed  warehouses  in  the  South.  Such  warehouses  would  be 
under  the  control  of  the  New  York  Cotton  Exchange  and  the  grade 
of  cotton  stored  in  them  would  be  established  by  the  inspection  bureau 
at  New  York  from  samples  sent  there.  Such  cotton  when  certificated 
would  be  tenderable  on  New  York  contracts  without  actually  being 
shipped  to  New  York,  the  receiver  being  allowed  to  deduct  from  the 
contract  price  the  shipping  expenses  from  the  point  of  actual  delivery 
to  New  York,  as  well  as  a  moderate  penalty.  It  is  urged  in  support 
of  this  plan  that  it  would  not  only  materially  enlarge  the  supply  of 
cotton  deliverable  upon  New  York  contracts,  but  would  make  the 
stock  much  more  representative  of  the  entire  crop  instead  of  being 
confined,  as  at  present,  largely  to  surplus  grades.  The  chief  objections 
to  this  system  are  that  it  would  increase  the  advantages  of  the  seller 
of  contracts  in  New  York,  which  are  already  very  great,  and  that  it  is 
particularly  unjust  to  the  buyer  in  that  he  could  not  know  in  advance 
where  he  would  receive  his  cotton.  These  and  other  minor  arguments 
are  discussed  in  the  text  of  the  report.  In  any  event,  such  an  exten- 
sion of  the  system  should  not  be  countenanced  unless  the  New  York 
Cotton  Exchange  readopts  the  "  commercial-difference "  system. 
Otherwise,  the  extension  of  the  system  would  involve  a  corresponding 
extension  of  the  evils  of  fixed  differences,  exhaustively  discussed  in 
Part  I  of  this  report. 

COMPLAINTS  BEQABDING  BANQE  OF  GBADES  DELIVEBABLE  ON 

CONTBACT. 

Another  feature  of  future  contracts  in  cotton  which  has  been  a 
source  of  great  complaint  is  the  privilege  allowed  the  seller  of  deliver- 
ing a  wide  range  of  grades,  or  any  grade  within  that  range,  on  a 
single  contract.  Complaints  on  this  score  fall  into  two  classes.  In 
the  first  place,  many  spinners,  and  a  few  cotton  merchants,  object 
to  the  delivery  of  more  than  a  single  grade,  or  in  any  event  more 
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than  a  very  few  grades,  on  any  one  contract.  They  condemn  the  de- 
livery of  a  wide  range  of  grades  even  though  all  the  cotton  may  be 
entirely  merchantable.  The  second  class  of  complaints  is  directed 
especially  against  the  privilege  which  the  seller  has  under  the  pres- 
ent contract  of  delivering  low  grades  of. cotton — ^grades  which  are 
not  desired  by  the  ordinary  spinner. 

WIDE  RANGE  OF  GRADES  AT  PRESENT  DELIVERABLE. 

That  the  ordinary  delivery  of  cotton  on  contract  does  comprise  a 
very  wide  variety  of  grades  is  indisputable.  Including  the  quarter 
grades  formerly  deliverable  at  New  York,  it  has  not  been  unusual  for 
deliveries  in  that  market  to  embrace  twenty  grades  or  more.  The 
delivery,  moreover,  frequently  includes  with  white  cotton  of  fairly 
high  grade  tinged  and  stained  cotton  of  low  grade.  A  further  serious 
objection  is  that  such  mixture  of  grades  is  often  found  in  an  indi- 
vidual lot  covered  by  a  single  grade  certificate,  which  means  that  the 
desired  grades  can  be  separated  only  at  considerable  expense. 

COMPARISON   OF  DELIVERIES  AT   NEW   YORK    AND   NEW   ORLEANS. 

Deliveries  in  the  New  Orleans  market  are,  as  a  rule,  much  less 
mixed  than  at  New  York,  but  still  are  often  so  wide  as  to  be  quite 
unsatisfactory  to  the  receiver  and  particularly  to  spinners.  Direct 
comparison  of  deliveries  in  the  two  markets  can  not  be  made  for  the 
reason  that  under  the  New  Orleans  system  no  record  is  kept  of  the 
grades  delivered,  but  simply  of  the  grade  differences  on  and  off  mid- 
dling which  are  allowed  by  arbitrators  on  various  lots  of  cotton  distin- 
guished by  private  "  marks  "  of  the  receiver.  An  average  delivery  of 
cotton  in  New  Orleans  embraces  rather  less  than  five  marks,  but  since 
a  mark  might  cover  more  than  one  grade  or  half  grade  the  number 
of  such  marks  is  not  comparable  with  the  number  of  grades  embraced 
in  deliveries  at  New  York.  It  is  certain,  however,  as  just  stated,  that 
deliveries  in  New  Orleans  are  less  mixed  than  in  New  York. 

The  fact  has  been  frequently  overlooked  that  the  larger  number 
of  grades  formerly  deliverable  at  New  York  as  compared  with  New 
Orleans  did  not  mean  a  correspondingly  greater  range  of  grades. 
Prior  to  January  1, 1908,  the  New  York  Cotton  Exchange  recognized 
nine  intermediate  grades  known  as  quarter  grades.  Such  quarter 
grades  were  not  recognized  in  New  Orleans,  but  cotton  of  such  quality 
was  deliverable  in  that  market,  allowance  for  its  intermediate  charac- 
ter being  made  through  the  grade  differences  applied  by  arbitrators. 
Again,  during  the  present  year  the  New  York  Cotton  Exchange  has 
eliminated  from  its  list  of  deliverable  grades  several  of  the  lowest 
formerly  tenderable,  including  strict  good  ordinary  tinged,  strict  low 
middling  stained,  and  low  middling  stained.    The  deliverable  range 
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at  New  York  is  now  nominally  somewhat  narrower  with  respect  to 
tinged  and  stained  cottons  than  that  at  New  Orleans;  practically, 
owing  to  a  more  rigid  classification  at  New  Orleans,  the  actual  dif- 
ference in  range  is  not  great 

ALXJBGED   MIXING  OF   GRADES   FOR   MANIPULATIVE  FURPOSES. 

It  has  been  charged  that  deliveries,  particularly  in  New  York,  have 
been  deliberately  composed  of  an  unnecessarily  large  number  of 
grades  for  the  express  purpose  of  forcing  the  holder  of  the  contract 
to  sell  it  out  rather  than  take  up  the  cotton,  and  that  in  such  cases 
the  seller  of  the  contract  has  been  able  to  buy  it  back  at  a  decline. 
While  such  "  clubbing  the  market "  may  occur  at  times,  the  deliberate 
mixing  of  grades  for  manipulative  purposes  does  not  appear  to  have 
been  a  general  practice.  It  is  undoubtedly  true  that  buyers  of  con- 
tracts in  the  New  York  market  frequently  "  run  from  notices  " — that 
is,  sell  out  their  contracts  rather  than  accept  delivery — ^but  this  is 
true  to  some  extent  of  all  future  markets  and  is  partly  due  to  the  fact 
that  vast  numbers  of  contracts  are  purchased  by  speculative  operators 
who  may  not  have  the  capital  necessary  to  actually  take  up  the  cotton. 
There  is  little  doubt  that  at  times  sellers  of  contracts  at  New  York 
have  abased  their  option  of  delivering  a  wide  range  of  grades,  either 
from  motives  of  personal  animosity  or  for  purposes  of  profit,  and  that, 
to  say  the  least,  there  is  rarely  any  consideration  for  the  buyer's  inter- 
ests. To  a  large  extent,  however,  the  mixed  character  of  New  York 
deliveries  appears  to  be  due  to  natural  causes  and  particularly  to  the 
fact  that  the  New  York  stock  is  composed  largely  of  surplus  and 
broken  grades,  which,  as  pointed  out  in  Part  I,  comprise  a  consider- 
able portion  of  the  shipments  to  New  York  from  the  South.  The 
fact  that  deliveries  are  often  badly  mixed  is  more  important  than  the 
motive  for  such  mixture. 

SPECIFIC  NATURE  OF  SPINNERS'  REQUIREMENTS. 

The  demand  for  a  restriction  of  the  range  of  grades  deliverable  on 
future  contracts  comes  chiefly  from  spinners.  It  is  contended  that  the 
present  contract  either  at  New  York  or  New  Orleans  is  not  adapted 
to  the  requirements  of  the  ordinary  spinner,  and  that  the  contract 
should  be  modified  so  as  not  only  to  exclude  from  delivery  very  low 
grades  of  cotton  but  also  to  prevent  the  delivery  of  more  than  a  single 
grade  or  at  most  a  very  small  number  of  grades  on  a  single  con- 
tract. Spinners  urge  that  it  is  impracticable  for  them  to  receive  a 
mixed  delivery. 

This  is  undoubtedly  true.  Spinners  are  ordinarily  very  specific  in 
their  demands.  Orders  placed  by  spinners  with  cotton  merchants 
are  for  a  very  distinct  style  of  cotton,  usually  ranging  less  than  a 
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half  grade  either  way  from  the  grade  specifically  called  for.  The 
spinner,  therefore,  who  takes  up  cotton  on  an  exchange  contract,  and 
who  usually  receives  a  mixed  assortment  of  grades,  can  not  ordina- 
rily ship  the  cotton  to  his  mill,  but  must  either  redeliver  it  on  con- 
tract or  resell  it  to  some  other  spinner,  thereby  virtually  becoming  a 
cotton  merchant.  As  a  result  spinners  have  largely  ceased  to  receive 
cotton  on  exchange  contracts. 

As  a  matter  of  fact,  however,  even  though  the  contracts  dealt  in  on 
exchanges  should  provide  for  the  delivery  of  only  a  single  specified 
grade  on  a  single  contract,  they  would  still  fail  to  meet  the  needs  of 
most  spinners.  As  already  emphasized,  the  grading  of  cotton  for 
contract  purposes  is  confined  to  more  or  less  superficial  characteris- 
tics, such  as  color  and  the  presence  of  dirt  and  other  impurities. 
Spinners  are  exacting,  not  merely  as  to  such  characteristics,  but  also 
as  to  length,  strength,  and  general  character  of  staple,  and  as  to  still 
other  minor  characteristics.  Some  of  these  special  characteristics 
can  not  be  taken  account  of  in  the  grading  of  cotton  by  exchanges, 
so  that  no  modification  in  the  form  of  the  future  contract  would  make 
it  possible  for  spinners  generally  to  supply  their  needs  by  taking  up 
cotton  on  such  contracts.  Instead  spinners  must  continue  to  secure 
their  actual  supply  of  cotton  chiefly  through  large  spot  merchants. 

Cotton  exchanges,  in  fact,  do  not  profess  that  their  contracts  were 
primarily  intended  to  enable  spinners  to  receive  cotton  upon  them. 
They  were  framed  principally  to  facilitate  the  business  of  cotton 
merchants.  It  is  contended  also  that  even  if  a  system  should  be  de- 
vised under  which  spinners  could  secure  the  particular  grades  of 
cotton  which  they  desire*on  future  contracts  adapted  to  general  trad- 
ing purposes  the  price  of  such  contracts  would  be  so  increased  that 
spinners  would  be  no  better  off  than  under  the  present  system  of  ob- 
taining the  desired  grades  through  specific  contracts  with  spot 
merchants. 

Complaints  against  the  delivery  of  a  greatly  mixed  assortment  of 
grades  upon  a  single  contract  are  not,  however,  confined  to  spinners. 
Many  cotton  merchants  complain  that  the  mixed  deliveries  ordinarily 
made  on  future  contracts,  particularly  at  New  York,  impose  unreason- 
able burdens  upon  merchants,  and  especially  upon  those  who  transact 
only  a  limited  volume  of  business.  Such  merchants  are  forced,  if 
they  take  up  cotton  on  contract,  to  reassort  it  into  even-running  lots 
if  it  is  to  be  sold  to  spinners,  and  this  involves  very  considerable 
expense. 

ARGUMENTS  IN  FAVOR  OF  EXCLUDING  LOW   GRADES  FROM  CONTRACT 

DELIVERY. 

As  distinct  from  a  restriction  upon  each  individual  delivery  of 

cotton  within  the  present  deliverable  range,  many  interests  in  the 

otton  trade,  including  both  spinners  and  cotton  merchants,  assert 
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that  the  range  itself  should  be  reduced  by  the  exclusion  of  some  of 
the  lower  grades  now  tenderable. 

In  support  of  this  argument  it  is  urged  that  during  recent  years 
an  increased  demand  for  high-grade  cotton  goods  has  raised  the 
standard  of  cotton  used  in  most  mills  until  comparatively  few  spin- 
ners are  now  willing  to  use  low  grades  if  high  grades  are  obtainable. 
Against  this  argument  it  is  urged  that  although  most  spinners  are 
unwilling  to  use  low  grades  these  grades  are  by  no  means  unmer- 
chantable, but,  instead,  find  a  ready  market  in  normal  years  for  other 
purposes,  such  as  the  manufacture  of  carpets,  bagging,  or  rope. 

Those  who  argue  that  the  range  of  contract  grades  should  be  thus 
narrowed  point  to  the  fact  that  future  contracts  in  other  commod- 
ities, such,  for  instance,  as  grain,  are  ordinarily  much  narrower  than 
those  in  cotton.  Defenders  of  the  present  broad  contract  answer  this 
argument  by  stating  that  the  range  of  grades  of  cotton  actually 
produced  is  much  greater  than  the  range  of  grades  in  the  case  of 
most  other  staple  crops.  Since  a  wide  range  of  grades  is  thus  actu- 
ally produced,  they  contend  that  the  contract  should  be  "broad 
enough  to  take  care  of  the  crop." 

In  this  connection  it  is  argued  that  a  broad  contract  is  a  distinct 
advantage  to  the  cotton  producer.  The  argument  is  that  the  cotton 
merchant,  because  he  has  an  outlet  for  a  wide  range  of  grades  in  the 
contract  market,  is  more  disposed  to  take  surplus  grades  or  extremely 
low  grades  from  the  farmer  than  he  would  be  if  he  were  wholly  de- 
pendent upon  the  spot  market,  and  that  he  is  thus  able  to  pay  the 
farmer  a  higher  price  for  his  crop. 

As  a  counter  argument  it  is  asserted  that  the  farmer  pays  very 
dearly  for  this  alleged  benefit,  because  the  inclusion  of  low  grades 
which  are  objectionable  to  the  ordinary  spinner  has  a  tendency  to 
depress  the  contract  price  and  thus  to  depress  the  price  of  the  entire 
crop  in  the  spot  market.  This  tendency,  it  is  urged,  is  the  more  pow- 
erful because  of  the  "  fixed-difference  "  system  employed  by  the  New 
York  Ciotton  Exchange.  It  was  shown  conclusively  in  Part  I  that 
the  usual  effect  of  errors  in  differences  is  to  depress  the  contract  price 
relatively  to  the  spot  price  of  middling.  It  is  contended  by  many 
that  this  depression  of  the  contract  price  at  the  same  time  has  a  ten- 
dency to  drag  down  the  spot  price  of  cotton,  and  particularly  of  the 
prevailing  contract  grades,  and  that  in  view  of  this  possible  indirect 
effect  upon  the  great  bulk  of  the  crop  the  producer  is  exceedingly 
shortsighted  in  endeavoring  to  force  upon  the  contract  market  the 
limited  portion  of  the  crop  which  is  of  very  low  grade.  The  merits 
of  this  argument  will  be  discussed  more  extensively  in  a  later  part 
of  this  report.  In  this  connection  a  point  entitled  to  very  serious  con- 
sideration is  that  the  difficulties  in  the  classification  of  cotton  and  in 
the  establishment  of  grade  differences  are  chiefly  encountered  in  the 
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case  of  the  low  grades.  It  is  urged  that  the  exclusion  of  some  of  the 
lowest  grades  from  contract  delivery  would  obviate  a  vast  amount  of 
controversy  over  classification.  The  still  more  important  argument 
is  advanced  that,  by  tending  to  avoid  errors  in  the  establishment  of 
grade  differences,  a  restriction  of  the  range  of  deliverable  grades 
would  result  in  maintaining  a  much  more  nearly  constant  parity  be- 
tween the  spot  and  contract  prices,  and  thus  give  a  much  greater 
degree  of  stability  to  operations  in  the  future  market,  and  particu- 
larly to  "  hedging  "  transactions. 

Still  another  argument  in  favor  of  excluding  some  of  the  lower 
grades  from  the  privilege  of  contract  delivery  is  that  the  propor- 
tion of  such  grades  in  a  normal  crop  is  unnecessarily  large,  owing  to 
careless  methods  of  picking.  It  is  contended  that  the  exclusion  of 
such  grades  would  be  an  incentive  to  greater  care  in  the  gathering  of 
the  crop,  and  that  this,  in  turn,  would  add  very  materially  to  its 
value. 

SnaOESTED  SPECIFIC  CHANQES  IN  BANQE  OF  COKTBACT  GBADES. 

Although  the  general  arguments  for  and  against  a  restriction  of 
the  range  of  grades  deliverable  on  any  individual  contract,  as  well  as 
for  a  restriction  of  the  extreme  range  provided  by  the  contract  itself, 
have  been  outlined,  several  specific  suggestions  along  these  lines  may 
be  briefly  considered. 

SPECIFIC   CONTRACT. 

The  first  suggestion  is  for  specific  contracts;  that  is,  that  each 
contract  shall  name  on  its  face  either  a  single  grade  or  certain  specific 
grades.  This  would  mean,  of  course,  that  there  would  be  no  single 
form  of  contract  for  future  transactions,  but  an  indefinite  number. 
The  buyer  would  know  at  the  time  he  made  his  contract  what  grade 
or  grades  of  cotton  he  would  receive  at  its  maturity.  Such  a  con- 
tract, if  it  were  practicable  and  could  be  secured,  would  go  far  toward 
eliminating  some  of  the  most  serious  evils  which  have  accompanied 
future  trading  in  cotton,  and  particularly,  of  course,  those  due  to 
improper  establishment  of  grade  differences.  As  a  matter  of  fact, 
although  a  specific  contract  is  advocated  by  a  few  interests  in  the  cot- 
ton trade,  it  is  generally  pronounced  utterly  impracticable  for  pur- 
poses of  organized  future  trading,  on  the  ground  that  few  sellers 
would  enter  into  such  contracts.  The  reason  for  this  is  that  in  the 
ordinary  course  of  business  contracts  must  be  made  months  in  advance 
of  actual  delivery,  and  oftentimes  in  advance  of  the  gathering  of  the 
crop.  Since  the  general  character  of  a  crop  may  be  suddenly  changed 
by  abnormal  weather  conditions,  this  means  that  sellers  of  future 
contracts  in  the  spring  or  summer  can  not  possibly  know  what  the 
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relative  supply  of  the  various  grades  will  be  until  the  crop  is  finally 
harvested.  Consequently,  sellers  would  be  unwilling  to  commit  them- 
selves to  future  contracts  for  specific  grades,  since  if  there  were  a 
shortage  of  such  grades  this  would  undoubtedly  be  taken  advantage 
of  by  manipulators  of  the  future  market  to  squeeze  or  corner  such 
sellers.  This  danger  is  regarded,  and  with  good  reason,  as  a  fatal 
objection  to  specific  contracts  for  general  trading  purposes.  Another 
objection  to  such  contracts,  already  noted,  is  that  the  requirements  of 
spinners  are  usually  so  specific,  not  only  as  to  grade  but  as  to  length 
of  staple  and  other  characteristics,  that  even  specific  contracts  would 
not  enable  them  to  take  up  cotton  on  the  exchanges  for  direct  ship- 
ment to  their  mills. 

PROPOSAL   FOR   REQUIREMENT   OF   EVEN-RUNNING   DELIVERIES. 

An  exceedingly  interesting  suggestion,  but  one  of  rather  doubtful 
practicability,  is  that,  without  restricting  the  range  of  grades  now 
deliverable  on  contract*  in  New  York  or  New  Orleans,  the  deliverer 
shall  be  compelled  to  restrict  tenders  on  any  single  contract  to  a 
range  of  one  full  grade— that  is,  to  a  range  of  a  half  grade  in  either 
direction  from  the  mean  grade  tendered;  in  other  words,  that  each 
separate  delivery  shall  be  fairly  even  running.  This  suggestion 
would  not,  as  just  stated,  exclude  from  contract  deliveries  any  grades 
of  cotton  now  recognized,  but  would  simply  prevent  a  great  mixture 
of  grades  in  a  single  delivery,  which  has  been  such  an  objectionable 
feature. 

In  support  of  such  a  requirement  of  even-running  deliveries  it  was 
argued  that  many  spinners  would  thus  be  able  to  receive  cotton 
directly  on  contract.  This  argument,  however,  is  denied,  and  ap- 
parently has  little  weight.  Since  the  seller  would  still  have  the  priv- 
ilege of  selecting  what  grade  or  grades  he  would  deliver,  the  receiver 
would  still  probably  be  forced  to  take,  as  a  rule,  surplus  and  unde- 
sirable grades  instead  of  those  grades  in  most  active  demand.  More- 
over, he  would  not  know  in  advance  the  character  of  the  grades  he 
would  receive.  Consequently,  it  is  argued  with  force  that  the  con- 
tract would  not  be  substantially  better  for  the  spinner  than  the  one 
now  in  use. 

Advocates  of  even-running  deliveries,  while  admitting  this,  contend 
that  such  deliveries  would  be  of  great  advantage  to  cotton  merchants 
taking  up  cotton  on  contract,  because  such  deliveries,  even  if  not 
suitable  for  the  use  of  a  particular  spinner,  could  be  disposed  of  to 
better  advantage  in  the  spot  market  than  the  extremely  mixed 
deliveries  now  often  received  on  contract  This,  in  turn,  it  is  urged, 
would  t^nd  to  prevent  abuse  of  the  seller's  privilege  of  delivering  a 
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wide  range  of  grades  for  the  purpose  of  clubbing  the  future  market 
by  undesirable  tenders  of  cotton,  thus  forcing  receivers  to  sell  out 
their  future  contracts.  There  is  no  doubt  that  such  even-running 
deliveries  would  be  a  great  advantage  to  cotton  merchants  receiving 
cotton  on  contract,  although  it  is  urged  that  this  advantage  would 
largely  be  offset  by  the  higher  price  which  contracts  calling  for  such 
deliveries  would  command. 

On  the  other  hand,  the  provision  for  even-running  deliveries  is 
objected  to,  even  from  the  standpoint  of  the  merchant,  because  of  the 
heavy  burden  which  would  be  placed  upon  the  seller  of  a  future  con- 
tract in  making  deliveries.  It  is  argued  that  such  a  requirement 
would  work  to  the  advantage  of  large  cotton  merchants  as  against 
their  smaller  competitors.  The  merchant  handling  many  thousands 
of  bales  of  cotton  could  readily  class  it  out  into  fairly  even  running 
lots  for  delivery  on  contract,  but  this  would  be  an  exceedingly  diflS- 
cult  matter  for  a  small  cotton  merchant  who  handles  perhaps  only  a 
few  hundred  or  a  few  thousand  bales.  The  small  country  merchants 
who  buy  cotton  from  planters  and  growers  would,  it  is  urged,  be 
particularly  handicapped.  The  adoption  of  a  provision  for  even- 
running  deliveries  might  mean  that  a  merchant  who  had  sold  con- 
tracts would  be  unable  to  make  even-running  deliveries,  and  conse- 
quently might  find  himself  in  the  absurd  position  of  being  caught 
short  of  the  market  with  a  sufficient  amount  of  desirable  cotton  on 
hand  for  the  delivery. 

The  difficulty  of  the  seller  in  making  even-running  deliveries  would 
be  especially  great  in  the  New  York  market,  where  the  stock  is  at 
times  badly  mixed  and  where,  owing  to  delays  in  transportation,  con- 
signments of  cotton  often  arrive  in  badly  broken  lots. 

It  is  also  urged  that  the  requirement  of  even-running  deliveries 
would  prevent  small  planters  and  growers  from  using  the  contract 
market  to  dispose  of  their  crop,  because  they  would  not  have  enough 
cotton  of  each  grade  to  make  up  a  delivery  of  approximately  a  hun- 
dred bales.  This  objection  has  comparatively  little  force,  as  very 
few  planters  or  growers  in  any  case  sell  future  contracts  with  the 
idea  of  delivering  cotton  upon  them. 

What  appears  to  be  the  most  serious  objection  to  such  an  even-run- 
ning contract  is  that  it  would  unquestionably  multiply  the  difficulties 
of  classification.  Under  the  present  broad  range  these  difficulties  are 
sufficiently  serious.  A  stipulation  for  even-running  deliveries,  it  is 
argued,  would  create  several  new  "  danger  lines  "  or  rejection  limits, 
over  each  of  which  disputes  would  arise,  resulting  in  endless  con- 
fusion. 

The  objections  to  this  proposed  restriction  upon  contract  deliveries 
appear  to  outweigh  its  advantages.  Desirable  as  even-running  deliv- 
eries on  contract  are,  it  is  doubtful  whether  they  are  practicable. 
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SUGGESTION   OF  PREMIUM  FOR  EVEN-RUNNING   DELIVERIES. 

As  a  substitute  for  a  provision  compelling  even-running  deliveries, 
it  has  been  suggested  that  a  clause  be  inserted  in  the  contract  allowing 
premiums  for  such  deliveries,  such  premiums  to  be  adjusted  according 
to  the  number  of  bales  of  any  given  grade  in  any  single  tender.  The 
adjustment  of  this  allowance  would  be  automatic  and  would  not  com- 
plicate future  dealings  in  contracts,  which  would  still  be  identical 
in  form.  A  similar  allowance  is  made  at  the  present  time  for  cotton 
of  extra  staple  length  in  both  the  New  Orleans  and  New  York  mar- 
kets. Such  a  premium,  if  correct  in  amount,  seems  entirely  fair,  and, 
while  it  is  extremely  doubtful  whether  it  would  result  in  any  material 
restriction  of  the  range  of  grades  delivered  on  contract,  its  adoption 
appears  altogether  unobjectionable  and  worth  a  trial. 

PROPOSAL  OF  A   THREE-GRADE   CONTRACT. 

Another  suggestion,  less  radical  than  that  for  even-running  de- 
liveries, is  that  not  more  than  three  grades  of  cotton  shall  be  deliv- 
erable upon  any  single  contract,  the  seller  to  have  the  privilege  of 
selecting  these  three  from  the  entire  tenderable  range  as  at  present 
defined.  While  such  a  provision  would  tend  to  prevent  the  extreme 
mixture  of  grades  which  frequently  occurs  under  the  present  form  of 
contract,  on  the  other  hand  it  would  not  prevent  the  mixture  of  high- 
grade  with  low-grade  cotton.  For  this  reason  the  improvement,  if 
any,  which  would  result  from  the  adoption  of  such  a  provision  is 
generally  considered  too  small  to  warrant  serious  consideration  of 
it.  The  objections  raised  by  the  seller  to  the  requirement  of  strictly 
even  running  deliveries  also  apply  to  the  proposed  three-grade  con- 
tract, though,  of  course,  with  much  less  force. 

PRACTICABILITY    OF   TWO    CONTRACTS. 

Still  another  suggestion  is  that  cotton  exchanges  should  provide 
two  contracts,  one  permitting  the  delivery  of  middling  cotton  and 
the  grades  above,  and  the  other  the  delivery  of  middling  cotton  and 
the  grades  below.  While  this  suggestion  meets  some  of  the  objec- 
tions against  a  specific  contract,  in  that  the  danger  of  squeezes  would 
be  less,  it  is  generally  pronounced  impracticable  by  the  cotton  trade 
on  the  ground  that  the  danger  of  such  squeezes  would  still  be  much 
more  serious  than  it  is  at  present,  and  on  the  further  ground  that 
only  one  contract  would  be  actively  traded  in. 

PROPOSED  ADOPTION   OF  LOW-MIDDLING   CLAUSE. 

The  specific  suggestions  just  discussed  provide  for  a  limitation  of 
grades  deliverable  on  a  single  contract  without  placing  any  restriction 
upon  the  extreme  range.    Most  of  these  suggestions,  as  just  shown. 
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appear  to  be  impracticable.  A  more  feasible  restriction  upon  de- 
liveries is  the  absolute  exclusion  of  very  low  grades  from  contract 
delivery.  A  suggestion  of  this  sort  quite  generally  favored  in  the 
cotton  trade  is  one  for  the  exclusion  of  all  white  cotton  below  the 
grade  of  low  middling.  An  additional  provision,  favored  by  some,  is 
that  no  irregular  cotton,  such  as  tinges  and  stains,  shall  be  deliverable 
if  its  value  is  less  than  that  of  low  middling  white.  The  adoption 
of  this  "  low-middling  clause,"  as  it  is  called  in  the  trade,  has  been 
agitated  for  many  years.  In  the  early  nineties,  when  the  so-called 
Hatch  anti-option  bill  was  before  Congress,  both  the  New  York  and 
New  Orleans  exchanges  considered  the  adoption  of  a  contract  con- 
taining such  a  clause  with  a  view  to  quieting  the  intense  antagonism 
to  the  future  system  as  a  whole  which  existed  at  that  time.  In  the 
ease  of  New  York  the  new  contract  was  not  intended  to  supersede,  but 
merely  to  supplement,  the  broader  contract  then  in  use.  On  the  fail- 
ure of  the  Hatch  bill  to  be  enacted,  the  interest  of  the  two  cotton  ex- 
changes in  this  matter  quickly  subsided.  The  adoption  of  a  low- 
middling  clause  has,  however,  since  been  repeatedly  urged  by  various 
interests  in  the  cotton  trade.  In  1906  the  American  Cotton  Manu- 
facturers' Association,  at  its  annual  convention,  passed  resolutions 
advocating  the  adoption  of  such  a  clause,  together  with  some  other 
restrictions  upon  contract  deliveries. 

It  has  been  shown  that  the  exclusion  of  some  of  the  lower  grades 
of  cotton  would  greatly  reduce  friction  over  classification  and  the 
establishment  of  grade  differences,  and  that  consequently  it  would 
give  greater  stability  to  future  transactions,  and  especially  to  hedging 
operations.  Moreover,  the  adoption  of  a  low-middling  clause  might 
permit  a  limited  number  of  spinners  to  receive  cotton  on  contract. 
While  it  is  thus  claimed  that  a  low -middling  clause  would  benefit  the 
purchaser  of  contracts,  it  is  urged  that  such  a  clause  would  not  be 
any  real  injustice  to  the  producer  of  cotton  or  the  seller  of  contracts, 
since  only  a  small  percentage  of  the  crop,  in  normal  years,  falls  below 
low  middling.  In  fact,  in  many  years  the  great  bulk  of  the  crop  (say, 
over  75  per  cent)  is  composed  of  middling  and  the  grades  above.  A 
low-middling  clause  would,  therefore,  in  an  ordinary  season,  exclude 
from  the  privilege  of  contract  tender  only  a  small  proportion  of  the 
crop,  while  it  might  prove  an  incentive  to  greater  care  in  picking. 

Opponents  of  the  low-middling  clause  base  their  objections  on  the 
general  ground,  already  outlined,  that  the  contract  should  be  broad 
enough  to  take  care  of  the  crop,  and  that  the  inclusion  of  low-grade 
cotton,  if  properly  classed  and  properly  valued  by  means  of  correct 
differences,  is  no  injustice  to  the  purchaser  of  contracts.  Some  op- 
ponents of  the  low -middling  clause  also  lay  stress  on  the  fact  that  the 
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Liverpool  Cotton  Association,  which  a  few  years  ago  had  such  a 
clause  in  its  contract  for  American  cotton,  abandoned  that  provision 
and  made  the  limit  good  ordinary.  This  action  of  the  Liverpool  Cot- 
ton Association  has  been  cited  by  some  as  evidence  of  the  impractica- 
bility of  a  low-middling  clause.  As  a  matter  of  fact,  good-ordinary 
cotton  in  the  Liverpool  classification  is  a  distinctly  higher  grade  than 
good  ordinary  in  the  American  classification,  being  but  little  below 
the  low  middling  of  the  New  York  standard.  If  the  American  ex- 
changes would  exclude  all  cotton  below  good  ordinary  of  the  Liver- 
pool standard,  this  would  go  far  to  meet  the  demands  of  those  who 
urge  the  adoption  of  a  low-middling  clause. 

SnGGESTEB  BESTBICTIOK  TJPOK  DATE  OF  DELIVEBY. 

In  addition  to  restrictions  upon  the  range  of  deliverable  grades, 
it  has  also  been  urged  that  the  option  of  the  seller  with  respect  to  the 
date  of  delivery  should  be  restricted.  At  the  present  time  the  con- 
tracts of  both  the  New  York  and  New  Orleans  cotton  exchanges 
permit  the  seller  to  deliver  his  cotton  on  any  day  during  the  delivery 
month,  the  buyer  having  no  option  whatever  in  this  matter.  It  is 
contended  by  some  that  this  privilege  is  unduly  liberal,  and  that  the 
buyer  should  have  the  option  of  calling  for  his  cotton  at  any  time 
after  the  15th  of  the  month.  Such  a  restriction,  however,  is  not  gen- 
erally favored  in  the  cotton  trade.  Its  practical  effect,  it  is  argued, 
would  be  to  limit  the  seller's  option  to  the  first  half  of  the  month; 
this,  it  is  further  urged,  would,  owing  to  delays  in  railroad  transpor- 
tation, be  a  serious  handicap  upon  the  seller,  and  one  which  ulti- 
mately would  react  upon  the  buyer  in  the  form  of  a  higher  price  for 
contracts.  On  the  whole,  such  a  limitation  upon  the  seller's  option 
appears  neither  practicable  nor  desirable.  The  suggestion  has  been 
made  that,  while  permitting  the  seller  to  deliver  his  cotton  on  any  day 
during  the  delivery  month,  he  be  compelled,  on  the  day  that  he  issues 
his  notice  of  delivery,  which  in  the  case  of  New  York  would  be  three 
days  before  the  actual  delivery,  and  in  New  Orleans  five  days,  to 
specify  the  grade  or  grades  of  cotton  which  he  intends  to  deliver. 
This  would  give  the  buyer  several  days'  notice  of  the  kind  of  cotton 
which  he  would  receive,  and  would  enable  him  to  make  some  pro- 
vision for  disposing  of  it  in  the  spot  market,  or,  if  he  foresaw  no 
ready  demand  for  it,  would  give  him  better  opportunity  for  re- 
tendering  it  in  the  future  market.  In  view  of  the  fact  that  the  seller 
of  a  distant  contract  has  weeks  or  months  in  which  to  get  his  cotton 
ready  for  delivery,  this  moderate  restriction  upon  his  present  wide 
privileges  with  respect  to  the  delivery  seems  eminently  fair,  and  the 
Bureau  is  disposed  to  reconmiend  its  adoption  by  both  exchanges. 
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CONCLUSIONS. 

From  the  facts  presented  it  is  clear  that  the  classification  of  cqt^ton 
at  "New  York  in  recent  years  has  at  times  been  very  faulty,  and  that 
on  the  whole  there  has  been  a  tendency  to  overgrade  cotton.  Com- 
plaints that  New  Orleans  classifications  have  been  unduly  severe  are 
not  equally  well  sustained.  It  is  not  unlikely,  however,  that  at  times 
the  arbitrations  in  New  Orleans  have  been  too  rigid.  The  most  im- 
portant suggestion  to  be  made  in  connection  with  classification  in 
either  market  is  that  greater  care  be  exercised  by  those  who  perform 
the  actual  work  of  classification.  It  is  reasonably  certain  that  many 
of  the  complaints  against  grading  in  either  market  are  due  more  to 
a  careless  or  improper  application  of  the  system  than  to  the  system 
itself,  although  in  the  case  of  New  York  it  has  been  shown  that  the 
system  is,  in  some  respects,  fundamentally  wrong.  Many  disputes 
over  classification  are  undoubtedly  due  in  part  to  the  absence  of  a 
common  basis  of  classification.  The  adoption  of  a  uniform  standard, 
of  course,  should  go  far  to  reduce  the  number  of  such  controversies 
and  at  the  same  time  to  secure  greater  uniformity  in  the  quotation  of 
spot  prices  of  cotton,  the  beneficial  effects  of  which  would  be  far- 
reaching. 

Aside  from  securing  greater  care  in  the  work  of  grading,  it  is  de- 
sirable that  both  the  New  York  and  New  Orleans  cotton  exchanges 
adopt  more  specific  definitions  of  the  character  of  cotton  which  shall 
be  tenderable  on  contract  and  more  specific  rules  for  the  guidance  of 
classers  and  arbitrators.  Such  improvements  are  particularly  de- 
manded in  the  case  of  cotton  of  weak  staple.  The  proposition  that 
the  value  of  tinged  and  stained  cotton  tendered  on  contract  in  New 
York  be  determined  by  arbitration  instead  of  by  the  use  of  arbitrary 
types  for  such  grades,  even  with  the  commercial-difference  system,  also 
appears  to  contain  some  merit,  although  there  are  practical  difficulties 
in  thus  modifying  the  certificate  system.  Suggestions  that  appeals 
and  reclassifications  in  the  New  York  market  invariably  be  referred 
to  an  independent  committee  appear  to  be  of  doubtful  value;  it  is, 
however,  altogether  desirable  that  appeals  at  New  Orleans  be  referred 
to  a  larger  body  of  arbitrators  than  that  which  makes  the  original 
examination.  The  identification  of  individual  bales  of  cotton  in  New 
York  is  imperatively  demanded,  and  this  improvement  should  be 
adopted  at  once.  The  uncertainties  which  confront  the  buyer  of  a 
future  contract  are  necessarily  great,  and  the  failure  to  identify  indi- 
vidual bales  by  grade  can  not  be  excused.  At  the  same  time  it  is  de- 
sirable to  increase  the  efficiency,  so  far  as  possible,  of  the  assistant  in- 
spectors who  make  the  preliminary  examination  of  the  cotton  at  the 
dock  or  warehouse,  so  as  to  secure  a  more  nearly  uniform  composition 
of  individual  lots.    As  already  noted,  effort  has  been  made  by  the 
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management  of  the  New  York  Cotton  Exchange  to  correct  some  of 
the  evils  complained  of  in  this  report. 

With  respect  to  restrictions  upon  the  range  of  contract  grades, 
the  most  practical  limitation  appears  to  be  the  adoption  of  a  low- 
middling  clause.  This  would  narrow  the  range  of  deliverable  grades 
to  an  extent  which  should  materially  lessen  the  difficulties  of  classifi- 
cation and  of  establishment  of  differences,  and  would  thus  tend  to 
prevent  such  abnormal  discounts  in  the  contract  price  relative  to 
the  -fffice  of  spot  middling  cotton  as  have  frequently  occurred  in 
the- Mew  York  market,  and  from  time  to  time  in  New  Orleans.  The 
low -middling  clause  should,  therefore,  give  greater  stability  to  future 
business  in  cotton,  particularly  to  the  transactions  of  cotton  mer- 
chants. For  these  it  would  be  an  advantage  not  only  in  cases  where 
cotton  was  actually  received  on  contract,  but  also  in  hedging  trans- 
actions, the  conduct  of  which  is  dependent  upon  the  maintenance 
of  a  normal  relationship  between  the  spot  and  the  contract  price. 
At  the  same  time  such  a  clause  would  not  seriously  increase  the 
danger  of  squeezes  and  corners,  since  it  would  exclude  only  a  very 
small  portion  of  the  crop  from  contract  delivery.  Moreover,  it  would 
not  work  any  real  hardship  upon  the  producer. 

In  connection  with  the  adoption  of  the  low-middling  clause  for 
white  cotton,  it  seems  desirable  that  the  contract  should  also  provide 
that  no  tinged  or  stained  or  other  irregular  cotton  below  the  value 
of  low  middling  white  should  be  deliverable.  The  complete  exclu- 
sion of  all  tinged  or  stained  cotton  is  urged  by  some,  but  it  seems 
improbable  that  so  drastic  an  amendment  to  the  contract  would  re- 
ceive the  indorsement  of  the  cotton  tifide  generally. 

Any  restriction  whatever  upon  the  range  of  grades  deliverable  on 
contract  is,  however,  far  less  important  than  the  maintenance  of  a 
proper  system  of  establishing  differences  and  of  a  uniform  and  accu- 
rate classification.  The  delivery  of  low  grades  or  of  a  mixed  assort- 
ment of  grades  on  a  contract  is  not  in  itself  a  serious  injustice,  pro- 
vided these  grades  are  properly  classed  and  are  deliverable  only  at 
their  proper  valu.es  relative  to  middling.  With  an  absolutely  correct 
system  of  differences  a  restriction  of  the  range  of  grades  deliverable 
on  contract,  while  eminently  desirable,  becomes  a  matter  of  secondary 
importance.  If,  however,  the  commercial-difference  system  were 
adopted  in  the  New  York  market  rfnd  faithfully  applied  both  there 
and  at  New  Orleans,  and  at  the  same  time  a  low-middling  clause,  as 
above  outlined,  inserted  in  the  contracts  of  the  two  exchanges,  an 
important  step  would  be  taken  toward  placing  future  business  in 
cotton  on  a  thoroughly  commercial  and  equitable  basis,  and,  in  the 
opinion  of  the  Bureau,  antagonism  to  the  future  system,  in  so  far  as 
the  character  of  the  contract  is  concerned,  would  largely  disappear. 


PART   II 


CLASSIFICATION   OF  COTTON 


31 
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CHAPTER  I. 

COMPLAHnS  AGAINST  CHARACTEB  OF  NEW.  TOBK  STOCK  AND 

OF  OYEBCLASSIFICATION. 

Section  1.  Bifficnlties  attending  classification  of  cotton. 

The  methods  of  classing  and  grading  cotton  employed  in  the  lead- 
ing markets  of  the  country  were  briefly  described  in  Part  I  of  this 
report.  It  will  be  recalled  that  in  New  Orleans  the  classification  of 
cotton  is  mainly  conducted  by  arbitrators  drawn  by  lot,  who  also 
establish  the  grade  "  differences  "  for  the  cotton  which  they  examine. 
Both  the  deliverer  and  the  receiver  are  represented  at  the  time  the 
samples  are  drawn  from  the  bales,  and  the  receiver  has  the  right  to 
object  to  or  "protest"  any  samples  which  he  considers  below  the 
contract  limit.  In  New  York,  on  the  other  hand,  the  classification  of 
contract  cotton  is  entirely  under  the  official  control  of  the  New  York 
Cotton  Exchange  through  its  inspection  bureau,  which  samples  the 
cotton,  establishes  its  grade,  and  issues  a  certificate  of  grade,  holding 
good  for  one  year,  or  until  the  cotton  is  shipped  from  the  port  of 
New  York,  subject  to  a  demand  for  reclassification  on  the  part  of 
any  purchaser  of  such  cotton.  The  actual  work  of  grading  is  per- 
formed by  a  classification  committee  consisting  of  five  salaried  em- 
ployees of  the  exchange.  Neither  deliverer  nor  receiver  has  anything 
to  do  with  the  work  of  grading,  and  the  buyer  is  not  allowed  to  be 
present  at  any  stage  of  the  work.  The  deliverer,  however,  may  be 
represented  at  the  time  the  samples  are  originally  drawn. 

It  has  been  shown  that  the  classification  of  cotton  has  been  a  source 
of  great  dissatisfaction  in  the  cotton  trade.  To  a  considerable  extent 
this  is  inevitable.  The  absence  of  any  mechanical  means  of  grading 
cotton  renders  classification  dependent  in  the  main  upon  the  personal 
judgment  *of  the  individual  classere,  who,  of  course,  differ  widely  in 
skill  and  experience.  Again,  conditions  of  light  and  weather,  which 
appear  trivial  in  themselves,  may  influence  a  classer  materially.  It 
is  no  uncommon  occurrence  for  the  same  classer,  examining  the  same 
lot  of  cotton  at  different  times  and  under  slightly  different  cond.i* 
tions,  to  render  different  awards. 
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In  the  case  of  complaints  of  spinners,  it  should  also  be  home  in 
mind  that  the  classification  of  cotton  for  contract  delivery  is  deter- 
mined chiefly  by  its  superficial  appearance — ^that  is,  its  color  and 
the  amount  of  trash  and  dirt  mixed  with  the  fiber — rather  than  by 
the  length,  strength,  and  general  character  of  the  staple.  These  latter 
characteristics,  however,  are  exceedingly  important  in  determining 
the  spinning  value  of  cotton  as  distinct  from  grade  only.  To  a  large 
extent,  however,  such  characteristics,  as  well  as  some  others,  are  neces- 
sarily disregarded  in  the  classification  of  cotton  for  contract  de- 
liveries. 

Another  important  circumstance  which  has  contributed  to  difficul- 
ties over  classification  is  the  absence  of  uniform  standards  in  the 
various  markets.  An  attempt  was  made  in  the  eighties  to  secure 
the  adoption  of  uniform  standards  through  the  organization  of  the 
National  Cotton  Exchange  Association.  Standards  were  agreed 
upon,  but  nearly  all  spot  markets  failed  to  adopt  them  in  actual 
business,  and  up  to  the  present  time  there  has  been  a  decided  lack  of 
uniformity  in  the  classifications  of  different  markets.® 

Aside  from  local  variations  in  standards,  the  difficulty  of  classifira- 
tion  is  aggravated  because  of  the  fact  that  a  great  portion  of  the 
spot  cotton  handled  in  the  South,  either  for  export  or  for  domestic 
mills,  is  sold,  not  by  grade,  but  by  mark,  such  as  "  CCC,"  "  XXX," 
"  PEN,"  "  HOL,"  etc.  A  single  merchant  may  have  from  50  to  200 
or  more  such  marks,  each  representing  a  particular  style  of  cotton. 
In  the  case  of  some  of  the  large  shippers  certain  marks  have  become 
so  well  known  as  to  be  recognized  more  or  less  as  standards  for  par- 
ticular localities. 

In  view  of  the  absence  of  a  uniform  basis  of  classification  and  the 
existing  variety  of  local  standards,  it  is  easy  to  understand  how  acute 
disagreement  should  arise  over  the  grading  of  cotton.  This  is  par- 
ticularly true  in  the  case  of  shipments  from  one  market  to  another 
for  delivery  on  contract.  Such  complaint  has  been  very  widespread. 
The  classification  of  the  New  York  market  has  been  condemned  as 
altogether  too  lax,  that  of  the  New  Orleans  market  as  too  rigid, 
while  in  the  case  of  the  Liverpool  and  Bremen  cotton  exchanges  it  is 
charged  that  the  classification  has  been  exceptionally  severe  and 
altogether  in  favor  of  the  buyer  of  cotton  as  against  the  American 
shipper.  The  merits  of  some  of  these  complaints  are  taken  up  in  the 
following  pages.  It  should  be  kept  in  mind  in  considering  them 
that  the  classification  of  cotton  is  not  an  exact  science  and  that  some 
divergence  of  opinion  is  absolutely  inevitable. 

On  the  other  hand,  despite  pronounced  differences  in  numerous 
characteristics,  a  large  part  of  the  cotton  crop  is  capable  of  classifi- 
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cation  into  fairly  homogeneous  groups;  indeed,  if  this  were  not  so, 
organized  future  trading  in  cotton  would  become  almost  impossible. 
If  every  bale  of  cotton  included  a  variety  of  styles  of  the  staple, 
and  if  very  few  bales  were  substantially  alike,  contracts  would  lack 
the  similarity  essential  to  broad  future  trading  in  the  product.  It 
should  be  understood,  therefore,  that  while  the  difficulties  of  classi- 
fication are  serious  a  large  portion  of  the  crop  can  be  graded  without 
much  trouble.  The  chief  difficulties  in  classification,  as  shown  later 
in  this  report,  occur  in  the  case  of  the  lowest  grades  of  the  crop,  or 
in  the  so-called  irregular  grades,  such  as  storm-damaged  and  dis- 
colored cotton.  In  the  case  of  the  regular  grades  of  white  cotton 
difficulties  of  classification  are  much  less  serious. 

Section  2.  Alleged  niLmerchantable  character  of  bnlk  of  New  York  stock. 

The  classification  of  the  New  York  Cotton  Exchange  has  been  sub- 
jected to  very  severe  criticism  for  a  long  time.  The  charge  has  been 
made  repeatedly  that  the  New  York  market  has  become  a  dumping 
ground  for  low-grade  cotton,  and  that  no  inconsiderable  portion  of 
the  New  York  stock  of  cotton  is  really  unmerchantable  and  unspin- 
nable  in  the  ordinary  sense  of  these  terms.  It  is  also  alleged  that,  as 
a  result  of  the  common  practice  in  New  York  of  sorting  out  from 
cotton  received  on  contract  those  grades  which  were  most  adapted 
for  immediate  sale  and  of  retendering  the  less  desirable  grades,  there 
has  been  an  accumulation  of  extremely  low  grade,  nondescript  cotton 
which  has  no  real  commercial  rating  whatever,  and  the  principal  use 
of  which,  according  to  such  charges,  has  been  for  the  purpose  of  re- 
tendering  again  and  again  with  a  distinctly  depressing  influence 
upon  the  price  of  New  York  contracts  and  of  spot  cotton  in  the 
South. 

Many,  of  these  complaints  are  really  complaints  against  the  con- 
tract itself,  which  until  recently  has  permitted  the  delivery  of  very 
low  grades,  and  against  the  "  fixed-difference  "  system  of  the  New 
York  Cotton  Exchange,  which  frequently  tends  to  attract  a  dispro- 
portionate quantity  of  low  grades,  rather  than  against  the  grading 
itself.  At  the  same  time,  the  further  charge  is  made  that  the  New 
York  stock  as  a  whole  has  been  seriously  overclassed. 

Criticisms  against  the  character  of  the  New  York  stock,  which  have 
been  repeated  in  one  form  or  another  for  a  long  time,  were  crystal- 
lized in  a  formal  complaint  brought  by  Congressman  L.  F.  Living- 
ston, of  Georgia,  and  Harvie  Jordan,  president  of  the  Southern 
Cotton  Association,  of  Atlanta,  Ga.,  to  the  Postmaster-General,  under 
date  of  January  2,  1907.  The  substance  of  these  charges,  in  so  far 
as  they  relate  to  the  quality  of  cotton  in  the  New  York  stock,  is  con- 
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tained  in  the  first  and  seventh  sections  of  the  complaint,  the  principal 
features  of  which  follow : 

First.  We  charge  that  New  York  City  has  ceased  to  be  a  com- 
mercial spot-cotton  market,  and  that  the  New  York  Cotton  Ex- 
change, operating  under  its  present  debased  and  fraudulent  con- 
tracts, has  developed  into  a  purely  speculative  or  gambling  ex- 
change, and  that  the  grades  of  cotton  shipped  to  New  York  and 
tenderable'on  the  contracts  under  the  rules  of  the  New  York  Cot- 
ton Exchange  can  not  be  used  for  commercial  spinning  purposes, 
and  that  such  grades  of  cotton  are  used  solely  to  depress  the  price 
of  spinnable  grades  in  the  South,  to  further  the  speculative  fea- 
tures of  the  New  York  Cotton  Exchange,  to  the  heavy  detriment 
of  the  entire  legitimate  cotton  trade  of  the  United  States. 
******* 

Seventh.  We  further  charge  that  out  of  the  advertised  stock 
of  cotton  at  present  stored  in  the  warehouses  of  New  York  City — 
amounting  to  114,000  bales — fully  70,000  bales  of  said  cotton  is 
of  such  inferior  grades  as  to  renaer  the  staple  unfit  for  spinning 
or  manufacturing  purposes,  and  that  a  considerable  portion  of 
said  cotton  has  been  held  in  said  warehouses  for  years,  and  is 
totally  unfit  for  any  purpose  whatever,  except  to  be  tendered  on 
the  fraudulent  contracts  of  the  New  York  Cotton  Exchange,  to 
the  serious  detriment  and  injury  of  the  legitimate  cotton  trade 
of  the  United  States. 

A  similar  charge  was  made  to  the  revision  committee  of  the  New 
York  Cotton  Exchange  at  its  meeting  on  November  21, 1906,  by  C.  H. 
Carr,  of  Fall  River,  Mass.,  who  stated  that  there  were  in  New  York 
at  that  time  about  70,000  bales  of  cotton  that  no  spinner  would  take 
and  attempt  to  put  in  a  mill. 

Some  extre3ie  charges  of  this  character  exaggerated. — It  de- 
veloped on  investigation  that  such  extreme  criticisms  of  the  character 
of  the  New  York  stock  of  cotton  were  not  well  supported.  Mr.  Jor- 
dan, when  questioned  as  to  the  basis  of  his  charge  that  a  large  part  of 
the  cotton  in  the  New  York  stock  was  unspinnable,  admitted  that  he 
had  no  specific  or  documentary  evidence  to  support  this  charge,  but 
that  it  was  based  "  only  on  hearsay."  He  stated  that  he  had  never 
seen  a  bale  of  cotton  in  New  York.  He  said,  however,  that  he  had 
l)een  advised  by  reliable  concerns  that  much  of  the  cotton  in  the  New 
York  stock  was  of  inferior  quality. 

Mr.  Carr,  in  a  letter  to  the  Bureau  under  date  of  November  9, 1907, 
said: 

Replying  to  your  letter  of  the  7th,  I  would  state  that  I  ap- 
peared before  the  revision  committee  of  the  New  York  Cotton 
Exchange  on  November  21,  [190GJ,  and  did  make  the  statement 
regarding  the  contracts  in  New  York.  At  that  time  there  was  a 
feeling  among  the  members  of  the  exchange  who  were  practical 
cotton  men  that  too  low  cotton  was  allowed  to  go  on  contract. 
Some  of  us  were  a  little  provoked  over  the  situation,  but,  as  we 
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were  talking  among  the  members  of  the  exchange — ^you  might 
say  our  own  family — we  did  not  consider  that  it  interested  the 
outside  public.  Since  I  made  that  statement  about  60,000  bales 
of  the  cotton  referred  to  has  been  sold  to  spinners ;  so  I  find  that 
a  great  many  people  were  willing  to  use  the  cotton  which  I  could 
not  use.  Since  the  matter  was  brought  up  a  great  many  grades 
of  cotton  have  been  eliminated  from  the  exchange,  and  the  chair- 
man of  the  classification  committee  has  been  changed.  I  believe 
the  contract  to-day  to  be  decidedly  honest  and  the  best  one  in 
existence.  I  have  never  received  a  Dale  of  cotton  on  the  exchange, 
but,  as  I  am  a  spot  broker  entirely,  I  prefer  to  handle  better  cotton 
than  a  great  deal  that  was  in  stock  last  year.  There  would  have 
been  no  talk  whatever  about  the  contracts  on  the  cotton  exchange 
but  for  the  storms  of  September  and  October,  1906,  for  these 
storms  lowered  the  grade  of  cotton,  discolored  it,  and  as  there  is 
no  rule  against  receiving  it  on  the  exchange  it  could  be  delivered 
there. 

From  this  statement  it  will  be  seen  that  Mr.  Carr's  charge  was  not 
based  upon  personal  experience  in  the  handling  of  cotton  received  on 
New  York  contracts,  and,  furthermore,  that,  while  the  cotton  was  un- 
suited  to  his  purposes,  considerable  of  it  was  later  shipped  out  to 
spinners. 

It  seems  probable  that  some  extreme  complaints  against  the  char- 
acter of  the  New  York  stock  have  been  due  to  the  failure  of  those 
making  them  to  bear  in  mind  that  cotton  which  was  not  suited  to  their 
individual  needs  might  nevertheless  be  desirable  for  the  uses  of  other 
purchasers  and  properly  tenderable  on  contract.  It  would  appear 
that  some  spinners  who  have  desired  a  certain  grade  of  cotton  on  con- 
tract and  who  have  not  received  that  specific  grade  have  condemned 
the  stock  at  New  York  generally,  whereas,  in  some  cases,  their  com- 
plaints should  have  been  directed  against  the  form  of  contract  itself 
which  permits  the  delivery  of  a  wide  assortment  of  grades,  including 
low  grades.  At  the  same  time  many  criticisms  of  the  New  York 
stock  and  of  New  York  methods  of  classification  have  been  justified. 

Statements  that  many  thousands  of  bales  of  unspinnable  cotton 
have  been  held  in  the  New  York  certificated  stock  for  years  are 
substantially  disproved  by  the  record  of  stocks  itself.  Thus,  on 
October  11,  1900,  the  total  certificated  stock  in  New  York  was  only 
5,029  bales,  and  the  total  warehouse  stock,  including  cotton  not  cer- 
tificated at  that  time,  was  but  7,274  bales.  A  considerable  portion 
of  this  cotton  appears  to  have  been  of  high  grade.  The  total  stock 
in  New  York  increased  sharply  after  October,  1900,  and  has  fluc- 
tuated since  according  to  the  season.  Until  recently  the  New  York 
Cotton  Exchange  did  not  keep  a  record  of  the  stock  by  grades  on 
specific  dates.  The  statement  on  page  38,  however,  shows  the  total 
warehouse  stock  carried  over  in  the  New  York  market  at  the  close 
of  the  crop  years  1900  to  1907. 
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Table  1.— STOCK  OF  COTTON  IN  LICENSED  WAREHOUSES  IN  NEW  YORK 

CARRIED  OVER,  AUGUST  31,   1900-1907. 


Year. 


1900 
IWl 
1902 
1903 


Bales. 


18,629 

96,763 

34,549 

134,892 


Year. 


I 


Bales. 


1904. 
1905. 
1906. 
1907. 


23.531 
125,515 

76,0B2 
162,677 


It  will  be  seen  from  the  above  table  that  at  the  close  of  the  crop 
year  1904  there  were  only  23,531  bales  of  cotton  in  warehouses  in 
New  York,  this  amount  not  including  some  scattered  bales  on  the 
docks  which  may  not  have  been  in  the  warehouses  at  the  time.  On 
September  23,  1904,  moreover,  the  total  certificated  stock  (which  does 
not  include  all  cotton  in  licensed  warehouses)  fell  to  15,604  bales.  The 
1903-4  crop  was  of  very  high  grade,  and  it  is  certain  that  a  considerable 
portion  of  the  New  York  stock  carried  over  at  the  close  of  1904  was 
high-grade  cotton.  The  1904-5  crop  was  not  as  good,  but  the  crop 
of  1905-6  was  a  fairly  high  grade  crop.  The  crop  of  1906-7,  on  the 
other  hand,  w^as  extraordinarily  low  in  grade.  It  is  certain,  there- 
fore, that  statements  to  the  effect  that  a  very  large  quantity  of  ex- 
tremely low  grade,  unmerchantable  cotton  has  been  carried  over  in 
the  New  York  market  for  many  years  are  unfounded,  and  that  the 
bulk  of  the  low-grade  cotton  in  the  New  York  stock  in  January,  1907, 
when  the  above  complaint  to  the  Postmaster-General  was  made,  must 
have  been  from  the  low-grade  crop  of  1906-7.  This  statement,  how- 
ever, should  not  be  construed  as  any  general  vindication  of  the  New 
York  classification,  for,  as  shown  in  this  chapter,  there  have  been 
very  serious  abuses  attending  the  certification  of  cotton  in  the  New 
York  market,  and  a  portion  of  the  stock  in  1906-7  was  very  low  in 
grade.  At  a  meeting  of  the  revision  committee  in  November,  1907, 
Dr.  J.  H.  Parker,  president  of  the  exchange  and  a  member  of  the 
committee,  said  some  of  the  cotton  w^as  exceedingly  low  in  grade,  also 
that  some  of  the  stock  had  been  on  hand  for  four  years  and  was  not 
taken  out  for  the  reason  that  it  was  of  such  poor  quality  that  it  was 
undesirable  at  the  grade  "  differences  "  then  existing. 

Character  of  cotton  certificated  at  New  York,  1890-1908. — In 
considering  complaints  against  the  character  of  the  New  York 
stock  of  cotton  it  is  necessary  to  bear  in  mind  that  New  York,  being 
a  future  or  contract  rather  than  a  spot-cotton  market,  naturally  at- 
tracts temporarily  undesirable  grades  instead  of  a  general  assortment 
representing  the  entire  crop.  Contract  cotton,  as  shown  in  Part  I, 
is  usually  cotton  that  at  the  time  of  original  tender  is  least  in  demand 
in  the  spot  market.  Consequently,  it  would  follow  that  at  times 
when  there  was  a  surplus  of  high  grades  the  New  York  stock  should, 
on  the  whole,  consist  of  high  rather  than  of  low  grades.    That  this 
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has  been  the  case  is  clearly  shown  by  Table  3,  on  pages  40  and  41,  giv- 
ing the  quantities  of  various  grades  of  cotton  certificated  by  the  New 
York  Cotton  Exchange  in  the  crop  years  1890-91  to  1906-7,  inclusive. 
These  figures,  it  should  be  understood,  show  simply  the  amounts  of 
cotton  certificated,  and  not  stocks  on  hand.  For  convenience  the  total 
quantities  of  grades  above  middling  in  value  and  of  those  below 
middling  in  value,  as  well  as  of  middling  itself  (including  good  mid- 
dling tinged),  are  also  given.  The  totals  given  for  grades  above 
middling  include,  in  addition  to  those  appearing  above  that  grade 
in  the  list,  strict  good  middling  tinged,  which  takes  a  difference  "  on  " 
middling.  Good  middling  tinged,  as  just  noted,  is  included  with  mid- 
dling, since  it  has  the  same  contract  value  under  the  "  fixed-differ- 
ence "  system  of  the  New  York  Cotton  Exchange. 

Since  this  table  includes  recertifications,  it  probably  exaggerates  the 
percentage  of  low  grades  received  in  the  New  York  market,  because 
these  low  grades  would  ordinarily  constitute  a  larger  proportion  of  re- 
certifications  than  the  higher  grades,  which  would,  except  in  abnor- 
mally high  grade  crops,  be  more  readily  disposed  of  in  the  trade. 
Nevertheless,  the  table  gives  an  approximate  idea  of  the  character  of 
the  yearly  receipts  of  cotton  into  the  New  York  certificated  stock. 
The  following  table  gives  the  respective  percentages  of  the  three 
groups  in  the  total  amount  certificated  yearly : 

Table  2,— PROPORTIONS  OP  GRADES  CERTIFICATED  BY  NEW  YORK  COTTON 
EXCHANGE  ABOVE  MIDDLING  IN  VALUE,  MIDDLING  OR  VALUE  OF  MIDDLING, 
AND  BELOW  MIDDLING  IN  VALUE.  SEPTEMBER,  1890,  TO  AUGUST,  1907.« 


Year. 


1890-91. 
1891-92, 
1892-93 
189&-94 
1894-95 
1895-96 
1896-97 
1897-98 
1898-99 
1899-00 


!   Above 
mid- 
dling. 

Mid- 
dling. 

Below 
middling. 

Percent. 

Percent 

Percent. 

6.1 

5.9 

88.0 

27.6 

9.0 

63.4 

43.3 

9.3 

47.4 

35.6 

16.1 

48.3 

25.7 

14.0 

60.8 

68.6 

12.5 

28.9 

84.8 

7.7 

7.6 

70.5 

8.6 

20.9 

7.7 

4.6 

87.8 

59.4 

3.9 

36.7 

Year. 

Above 
mid- 
dling. 

Per  cent. 
19.4 
61.7 
32.2 
62.8 
88.1 
49.6 
1.0 

Mid- 
dling. 

1900-01 

Per  cent. 
10.3 
12.9 
9.7 
5.4 
4.7 
4.2 
1.3 

1901-02 

1902-03 

1903-04 

1904-05 

1906-06 

1906-07 

Simple  average 

40.3 

8.2 

Below 
middling. 


Percent. 
70.8 
25.4 
58.1 
31.8 
57.2 
46.2 
97.7 

51.5 


«  Based  on  the  "  differences  "  of  the  New  York  Cotton  Exchange. 

In  discussing  these  fiigures  it  should  be  stated  that  middling  cotton 
is  not  usually  the  median  grade  of  the  crop  with  respect  to  yield.  In- 
stead, probably  70  per  cent  of  a  normal  crop  would  grade  as  high  as  or 
higher  than  middling;  in  some  years  the  percentage  of  such  grades 
has  been  considerably  larger.  Consequently,  if  the  New  York  cer- 
tificated stock  were  fairly  representative  of  the  crop,  it  should  con- 
sist mainly  of  the  grades  of  middling  and  above.    As  a  matter  of 
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Table  3.— STATEMENT  OP  COTTON  CERTIFICATED  BY  INSPECTION  BUREAU  OF  THE  NEW 
YORK  COTTON  EXCHANGE.  SEPTEMBER,  1890,  TO  AUGUST,  1907,  BY  GRADES. 


Grade. 


Fair 

Barely  fair 

Strict  middling  fair 

Fally  middling  fair 

Middling  fair 

Barely  middling  fair 

Strict  good  middling 

Ful  ly  good  middling 

Good  middling 

Barely  good  middling 

Strict  middling 

Fully  middling 

Middling 

Barely  middling 

Strict  low  middling |    9, 444 

Fully  low  middling i  12, 606 

Low  middling |  15,184 

Barely  low  middling <  13, 478 

Strict  good  ordinary 9, 068 

4,206 
2,872 


1890-91. 


Bales. 


44 

19 

322 

818 

1,809 

1,938 

3,812 

133 

5,897 

6,690 


Fully  good  ordinary 

Good  ordinary 

Barely  good  ordinary '    1,072 

Strict  ordinary |       364 

Strict  good  middling  tinged 

Fully  good  middling  tinged 

Good  middling  tinged |    2,583 

Barely  goodmiddlingtinged 

Strict  middling  tinged 

Fully  middling  tinged ' 

Middling  tinged ' 

Barely  middling  tinged 

Strict  low  middling  tinged. 

Low  middling  tinged 

Strict  good  ordinary  ti nged 

Tingeda 6,256 


1891-92. 


Bales. 
1,038 


8,749 


12,465 

910 

14,942 

10,186 

10,730 

4,807 

14,821 

135 

18,003 

13,061 

20,482 

19,208 

17,989 

12,227 

7,267 

3,303 

1,967 

74 

76 


6,183 


1892-93. 


Bales. 
674 


3,759 


11,535 

297 

11,890 

4,493 

6,470 

2,511 

7,882 

13 

9,185 

5,069 

7,647 

6,698 

6,322 

3,885 

2,678 

1,262 

867 

74 

27 


1893-94. 


Bales. 
190 


1,184 


4,064 


7,099 

88 

9,253 

40 

12,951 

13 

13,121 

865 

10,215 

5,589 

3,521 

1,454 

808 

265 

116 

1 

2 


1,458 


2,583 


1894-95.  1895-96. 


1896-97.  1897-98. 


Bales. 
35 


399 


1,697 

1 

3,465 

46 

4,380 

32 

6,893 

29 

8,066 

997 

7,596 

4,419 

3,272 

1,568 

806 

306 

196 

1 

4 


Bales. 
165 


.952 


6,846 

17 

11,362 

20 

10,709 

9 

9,625 

1 

7,866 

143 

4,305 

2,224 

1,406 

596 

438 

198 

156 

1 

2 


Bales. 
255 


1,445 


12,334 

23,815 

63,576 

4,842 

43,275 

814 

27,687 

10 

12,116 

235 

6,701 

2,218 

895 

262 

264 

96 

88 


8 


Bales. 
308 


2,902 


12,846 

10,062 

9,605 

52 

4,828 

14 

4,266 

1 

4,554 

32 

3,783 

2,170 

1,675 

647 

843 

348 

275 

1 

9 


1898-99. 


Boies. 


1,218 


968 


4,146 


939 


Strict  middling  stained 

Fully  middling  stained 

Middling  stained 

Barely  middling  stained 

Strict  low  middling  stained. 
Fully  low  middling  stained. 

Low  middling  stained 

Barely  low  middling  stained 
Strict  good  ordinary  stained . 

Total 

Total   above   middling  in 
value 


11,494 

13, 102 

9,466 

5,651 

3,324 

1,766 

971 

239 

188 


144,703 


8,892 
8,480 


Total  middling  or  value  of 
middling 

Total   below  middling  in  I' 
value ,127,331 


10,496 

21,429 

17,523 

11,349 

6,608 

3,895 

1,829 

874 

34 

27 


2,545 

5, 116 

4,608 

3,308 

1,893 

1,237 

690 

338 

11 

25 


267,687 


114,467 


73,783 

24,186 

169,718 


49,524 
10,643 
54,300 


4,117 

7,804 

5,696 

3,842 

1,977 

970 

890 

133 


10 


97,861 


2,929 

6,314 

5,132 

3,458 

1,805 

199 

486 

328 

7 

4 


66,088 


1,558 

2,716 

2,202 

1,465 

861 

562 

293 

192 

15 

11 


2,174 

1,734 

1,076 

492 

183 

191 

77 

44 


24 


66,884  '210.072 


34,882 
15,704 
47,275 


16,977 

9,284 

39,827 


39,206  178,053 


8,334 
19,344 


16,262 
15,757 


876 
782 
518 
447 
239 
391 
168 
77 


63,675 


147 


1,588 

1,572 

2,452 

19 

1,878 

5 

2,149 

4 

4,387 

81 

8,578 

11.545 

13,834 

6,642 

8,121 

3,652 

2,075 


27 


1.339 


4,162 

7,815 
11,644 
11,825 
8,807 
8,751 
3,821 
1,676 


46 


128,089 


44,899 
5,493 


9,821 
5,726 


13,283  I  112,542 


^  Prior  to  1900  most  tinged  cotton  was  not  specifically  described  by  grade. 
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Table  8.— STATEMENT  OF  CX>TTON  CERTIFICATED  BY  INSPECTION  BUREAU  OF  THE  NEW 
YORK  COTTON  EXCHANGE,  SEPTEMBER,  M90,  TO  AUGUST,  1907,  BY  ORADES-Ciont'd. 


Grade. 


Fair 

Bftrelyfair 

Strict  middling  fair 

Folly  middling  fair 

Middling  fair 

Barelr  middling  fair 

Strict  good  middling 

Fnlly  good  middling 

Good  middling 

Barely  good  middling 

Strict  middling 

Folly  middling 

Middling 

Barely  middling 

Strict  low  middling 

Fnlly  low  middling 

Lowmiddling 

Barely  low  middling 

Strict  good  ordinary 

Fully  good  ordinary 

Good  ordinary 

Barely  good  ordinary 

Strict  ordinary 

Strict  good  middling  tinged  . . 
Fully  good  middling  tinged . . 

Good  middling  tinged 

Barely  good  middling  tinged. 

Strict  middling  tinged 

Fully  middling  tinged 

Middling  tinged 

Barely  middling  tinged 

Strict  low  middling  tinged  . . . 

Low  middling  tinged , 

Strict  good  ordinary  tinged . . 
Tiogeda 

Strict  middling  stained 

Folly  middling  stained 

Middling  stained 

Barely  middling  stained 

Strict  low  middling  stained, . 
Folly  low  middling  stained. . 

low  middling  stained 

Barely  low  middling  stained. 
Strict  good  ordinary  stained  . 

Total 


1899-00.  190D-O1.  1901-02. 


Bale*. 

88 

711 

4,478 

6,973 

12,167 

10 

9,009 

1 

6,654 


4,236 
9 

2,808 
1»741 
1,962 
1,234 
2,078 
1.745 
1,264 

669 
14 

956 


64 


Bale*. 
183 


1,676 


7,109 

6,108 

6,169 

38 

7,672 

5 

12,151 

21 

19,016 

72 

22,678 

26,319 

27,892 

15,838 

17.472 

7,984 

4,022 


Bakt. 


26 


2,673 

9,096 

27,601 

2 

86,141 

2 

82,679 

1 

18,988 

49 

8,984 

6,268 

4,797 

2.811 

2,767 

1.401 

882 


1902-08. 


Bak9. 
279 


270 


1,078 


8,660 


16 

18 

6,486 

28 
6,777 


8,728 


4,444 


859 


6,836 
6,103 


75 
1,866 

262 
1,967 
1,809 
2,017 
1,738 
2,615 
1,993 

940 


6,971 
6,396 
2,468 
2,476 
888 
446 


72,979 


Total  above  middling  in  value 

Total  middling  or  value  of  middling . 
T(rtal  below  middling  in  value 


43.311 

2,872 

26,796 


3,376 

2,366 

884 

1,007 
405 
245 


4,410 
13,135 
25,856 

6,837 
29,125 
10,101 
84,676 
72 
34,410 
260 
31,939 
28,688 
30.985 
23,517 
32,349 
17,408 

9,688 


4,803 


4,294 


1.519 


8,889 
17,771 


9,927 
7,967 
5,218 
8,734 
1,131 
906 


217.862  180,795  399,068 


42,205  111,443   128,461 

22,576     23,382  ,  38,704 

153,081     45,970  231.900 


1903-04. 


BaJet, 
262 


1,751 


16,096 
81.870 
36.014 
16,168 
11,296 
4,245 
6,882 


1904-06.  1905-06.  1906-()7. 


Bale$.     Bain.  <  Bale*. 


42 


18 


I 


430 


158 


4,659 
15,484 
26,686 
15,586 
10.086 
4,843 
5,606 


2,136 

3 

11,625 

7 

86,160 

54 

32,875 

86 

23,962 

293 

12,312 

484 

8,328 

1,111 

6,831 


6,648      8,436        2,495 


4,783 

11,900 

13,776 

4,787 

16.263 

22.417 

3,366  17,349 

19,646 

1.696 

16,861 

13.309 

1,064 

10,272 

7,696 

246 

2,865   2,741 

102 

1,289   1,816 

1 

4,581 


2.186  I    1,518  I 


5,606 


3,897       2,477 


6,721 


9,823 


5,871 


10,400 


15.943 

16,  aw 

12,418 

5.156 

9,107 

7.965 

1,212 

2,701 

2,272 

4,979 
2.697 
723 
806 
234 
232 


4.066 
1,703 
432 
718 
169 
392 


202.627  228,865 


127, 163 
10,937 
64,527 


85,257 

10,445 

128,163 


2.660 

1,037 

233 

531 

64 

427 


10,227 
25.952 
44.097 
47,509 
37.987 
11.822 
7,881 


215 


577 


8,941  I      1.179 


6,970        4,046 


12,526 

10.882 

8,661 


2,801 
2,184 

490 

1,069 

42 

725 


259,290  I  230,374 


128,4^ 

10,913 

119.897 


2,252 

3,072 

225.050 


a  Prior  to  1900  most  tinged  cotton  was  not  speciflcally  described  by  grade. 


42 


COTTON   EXCHANGES CLASSIFICATION   OF   COTTON. 


fact,  the  figures  just  given  indicate  that  more  than  half  the  cotton 
certificated  over  a  series  of  years  was,  at  the  time  of  certification,  or 
recertification,  of  the  grades  below  middling.  It  is  evident,  how- 
ever, that  the  quality  of  the  cotton  certificated  at  New  York  has 
not  been  invariably  low.  Thus  in  the  crop  year  1896-97  more  than 
92  per  cent  of  the  cotton  certificated  at  New  York  was  of  middling 
or  higher  grades,  and  in  several  years  such  grades  have  constituted 
more  than  70  per  cent  of  the  certifications.  On  the  other  hand,  low- 
grade  cotton  has  formed  a  considerable  part  of  the  total  in  almost 
every  year.  In  the  abnormally  low  grade  crop  of  190G-7  certifica- 
tions of  cotton  below  middling  constituted  nearly  98  per  cent  of  the 
total. 

AVhile  extreme  estimates  of  anv  accumulation  of  unmerchantable 
cotton  are  discredited,  nevertheless  figures  of  certifications  clearly 
show  that  the  stock  has  often  included  some  very  low  grade  cotton. 
Until  recently,  as  noted  above,  the  New  York  Cotton  Exchange  did 
not  keep  a  record  of  the  New  York  stock  on  hand  by  grades.  The 
excliange  first  published  such  a  detailed  statement  of  the  stock  on 
January  10,  1907,  undoubtedly  because  of  charges  which  were  then 
being  made  against  the  exchange  and  its  business  methods.  This 
statement,  which  also  showed  the  contract  differences  at  the  time, 
was  as  follows : 

Table  4.— GRADES  OF  CERTIFICATED  COTTON  IN  NEW  YORK  WAREHOUSES  ON 

JANUARY  10,  1907.« 


Grade. 


Pair 

Strict  middling  fair... 

Middling  fair 

Barely  middling  fair . . 
Strict  good  middling  . , 
Fully  good  middling . 

Good  middling 

Barely  good  middling 

Strict  middling 

Middling 

Strict  low  middling  .. 
Fully  low  middling  . . 

Low  middling 

Barely  low  middling . 
Strict  good  ordinary . . 
Fully  good  ordinary . . 


Bales. 


0 

2 

44 

75 

78 

54 

155 

253 

629 

1,665 

6,819 

17,602 

21,326 

19,553 

11,398 

4,125 


Differ- 
ences. 


Cents. 

2. 00  on 

1.75  on 

1.50  on 

1.26  on 

1.00  on 

.88  on 

.76  on 

.57  on 

.  3S  on 

Basis. 

.14  off 

.32  off 

.50  off 

.70  off 

.90  off 

1.07  off 


Grade. 


Good  ordinary 

Strict  good  middling  tinged . 

Good  middling  tinged 

Strict  middling  tinged 

Middling  tinged 

Strict  low  middling  tinged  . 

Low  middling  tinged 

Strict  good  ordinary  tinged. 

Fully  middling  stained  . 

Middling  stained 

Barely  middling  stained 

Strict  low  middling  stained 
Fully  low  middling  stained 
Low  middling  stained 


Total. 


Bales. 


Differ- 
ences. 


Cents. 

2,839 

1.25  off 

93 

.30  on 

517 

(^) 

1,264 

.06  off 

3,844 

.12  off 

9,653 

.46  off 

6,862 

.90  off 

2,268 

1.25  off 

2,041 

.42  off 

1,024 

.50  off 

297 

.78  off 

569 

1.50  off 

68 

1.75  off 

585 

2. 00  off 

115,697 


«  Such  statements  are  issued  by  the  New  York  Cotton  Exchange  under  the  caption 
*'  Grades  of  cotton  in  New  York  warehouses  on ^  inspected,  classed,  certifi- 
cated, and  grade  guaranteed  by  the  New  York  Cotton  Exchange  (with  differences  on  or  off 
middling)."  The  statement  that  the  grade  is  guaranteed  by  the  New  York  Cotton  Ex- 
change Is  incorrect.  As  shown  in  Part  I,  the  New  York  Cotton  Exchange  officially  as- 
sumes no  direct  responsibility  for  the  grade  of  the  cotton.  The  protection  of  the  receiver 
is  confined  to  the  ability  of  the  inspection  fund  to  meet  demands  upon  it.  The  inspection 
fund  for  some  time,  however,  has  been  of  liberal  proportions. 

b  Value  of  middling. 
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On  examination  of  the  above  table  it  will  be  seen  that  the  New 
York  stock  on  January  10,  1907,  was  distinctly  a  low-grade  stock. 
Less  than  3,600  bales  out  of  a  total  of  llo,G97  were  as  high  as  mid- 
dling in  value.  The  1906-7  crop  was,  however,  abnormally  low  in 
grade.  The  bulk  of  the  crop  in  that  year  probably  was  in  the  grades 
from  low  middling  to  middling,  inclusive,  and  the  tinged  and  stained 
grades  of  that  range.  These  surplus  grades,  it  will  be  seen,  con- 
stituted a  large  proportion  of  the  New  York  stock.  The  quantity  of 
cotton  in  stock  of  extremely  low  grade,  however,  accepting  the  New 
York  classification  as  correct,  was  not  great.  Thus,  the  amounts  of 
cotton  below  barely  low  middling  in  white  grades  and  below  low  mid- 
dling tinged  or  middling  stained  in  the  colored  grades  were  as 
follows : 


Bales. 

Strict  good  ordinary 11,398 

Fully  good  ordinary 4,125 

Good  ordinary 2,  839 

Strict  good  ordinary  tinged 2,  263 

Barely  middling  stained 297 


Bales. 
Strict  low  middling  stained—        5(59 

Fnlly  low  middling  stained 08 

I^)w   mlddlliig  stained 585 


Total   22,144 


The  total  of  these  low  grades,  therefore,  was  about  22,000  bales,  of 
which  rather  more  than  half  was  strict  good  ordinary,  which,  if 
properly  graded,  is  hardly  to  be  considered  an  exceptionally  low 
grade.  Excluding  this  grade,  only  about  10  per  cent  of  the  stock  on 
January  10,  1907,  would  fall  under  the  designation  of  extremely  low 
grade  cotton,  again  assuming  that  the  classification  as  given  was 
proper. 

A  similar  statement  of  the  character  of  the  certificated  stock  on 
March  31,  1908,  showed  the  following: 

Table  5. — (;RAI)ES  OF  CERTIFICATED  COTTON  IN  NEW  YORK  WAREOOUSES  ON 

MARCH  31.  1008. 


Grade. 


Fair 

Strict  middling  fair. . 

ICiddllng  fair 

Strict  good  middling 

Good  middling 

Strict  middling 

Middling 

Strict  low  middling. . 

Low  middling 

Strict  good  ordinary . 


Bales. 

Differ- 
ences. 

Cents. 

13 

1. 75  on 

0 

1.50  on 

103 

1.25  on 

499 

.75  on 

737 

.50  on 

469 

.25  on 

197 

Bacdji. 

820 

.30  off 

10,680 

1.00  off 

85,496 

1.50  off 

Grade. 


Good  ordinary 

Strict  good  middling  tinged. 

Good  middling  tinged 

Strict  middling  tinged 

Middling  tinged 

Strict  low  middling  tinged  . 

Low  middling  tinged 

Middling  stained 


Total, 


Bales. 

11,512 

110 

61 

146 

926 

5,640 

7,735 

2,925 

78,069 

Differ- 
encoK. 


Cents. 
2. 00  off 
.35  on 

(°) 
.20  off 

.30  off 

1.00  off 

1.50  off 

1.25  off 


o  Value  of  middling. 


By  this  time,  it  will  be  noted,  the  exchange  had  abolished  several 
of  the  low  grades,  as  well  as  the  quarter  grades ;  most  cotton  which 
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was  formerly  given  a  quarter  grade  is  now  presumably  included  in 
the  half  grades.  It  will  be  seen  that  the  New  York  stock  at  this  time 
was  distinctly  low  in  character.  Thus,  of  78,000  bales  only  about  2,000 
were  of  middling  and  above;  about  35,500  bales,  approximately 
45  per  cent  of  the  total,  were  of  strict  good  ordinary,  a  rather  low 
grade,  and  the  grades  of  low  middling,  strict  good  ordinary,  and 
good  ordinary  together  made  up  over  57,000  bales  of  the  total.  The 
grades  of  low  middling  tinged  and  middling  stained  contributed  over 
10,600  bales  to  the  total.  Of  course,  the  season  at  this  time  was  well 
advanced,  and  it  was  natural  that  the  stock  of  the  better  gradas 
should  have  been  sharply  reduced.  At  the  same  time,  this  statement 
shows  that  the  stock  was  distinctly  low  in  grade. 

At  the  end  of  April,  1908,  the  total  certificated  stock  had  been 
reduced  to  about  72,000  bales,  of  which  the  grades  of  good  ordinary, 
low  middling  tinged,  and  middling  stained  comprised  about  20,700 
bales.  In  addition  there  were  over  32,800  bales  of  strict  good  ordi- 
nary, this  grade  alone  representing  over  45  per  cent  of  the  total.  That 
some  of  these  low  grades  at  least  were  not  unsalable,  however,  is 
sufficiently  proved  by  the  fact  that  during  the  month  of  May  the 
total  certificated  stock  decreased  sharply.  At  the  end  of  May  the 
certificated  stock  had  fallen  below  56,000  bales. 

This  rapid  reduction  in  the  certificated  stock,  which  was  ap- 
parently due  to  shipments  to  spinners,  has  been  widely  heralded  as  a 
vindication  of  the  character  of  cotton  at  New  York  and  of  New  York 
methods  of  classification.  This  by  no  means  follows.  The  crop  of 
1907-8  was  a  short  crop  as  compared  with  that  of  the  preceding  year. 
The  cotton  at  New  York,  as  just  shown,  was,  on  the  whole,  of  low 
grade,  and  that  it  was  taken  for  consumption  is  largely  due  to  the 
fact  that  better  cotton  was  in  light  supply.  The  reduction  of  the 
stock  now  in  progress  is,  however,  of  special  interest,  for  the  reason 
that  if  continued  throughout  the  balance  of  the  season  it  will  give  the 
New  York  Cotton  Exchange  an  opportunity  to  start  another  year 
with  a  clean  slate.  The  present  would  seem  to  be  a  very  opportune 
time  for  the  New  York  Cotton  Exchange  to  go  over  its  stock  with 
great  care  and  to  exclude  from  it  any  cotton  which  is  not  clearly  up 
to  contract  requirements.  The  advantages  of  such  action  would  be 
even  greater  in  case  the  exchange  promptly  adopts  a  further  limita- 
tion upon  the  range  of  contract  grades,  as  suggested  in  Part  III  of 
this  report. 

Low-grade  cotton  not  necessarily  unmerchantable  cotton. — 
It  should  be  remembered,  in  considering  these  figuras,  that  low-grade 
cotton  is  not  necessarily  unmerchantable  cotton.  While  most  spin- 
ners desire  grades  of  middling  or  better,  there  is  a  demand  for  all 
grades  represented  in  the  New  York  stock  if  properly  classed.    In 
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fact,  some  of  the  lowest  grades  sometimes  are  eagerly  sought,  pro- 
vided such  low  grades  can  be  obtained  in  substantial  quantities  and 
that  they  are  uniform  in  character.  As  shown  later,  however,  this 
does  not  mean  that  all  such  grades  should  be  tenderable  on  basis 
future  contracts. 

In  support  of  assertions  that  the  stock  in  the  New  York  market 
was  merchantable  and  that  even  the  low  grades  were  taken  out  for 
consumption,  the  following  statement  of  the  disposition  of  105,962 
bales  of  various  grades  taken  up  on  contract  by  a  leading  firm  on 
the  New  York  Cotton  Exchange  during  the  period  from  January 
2, 1903,  to  July  20, 1906,  was  submitted  to  the  Bureau : 

Table  6.— STATEMENT  OF  105,962  BALES  OB'  COTTON  TAKEN  UP  BY  ONE  FIRM 
ON  CONTRACT  IN  NEW  YORK.  AND  DISPOSITION  OF  SAME,  FROM  JANUARY 
2,  1903.  TO  JULY  20,  1906. 


Grade. 


Fair 

Strict  middling  fair 

Middling  fair 

Barely  middling  fair 

Strict  good  middling 

Fully  good  middling 

Good  middling 

Barely  good  middling 

Strict  middling 

Middling 

Strict  low  middling 

Fully  low  middling 

Low  middling 

Barely  low  middling 

Strict  good  ordinary 

Fully  good  ordinary 

Good  ordinary 

Strict  good  middling  tinged 

Good  middling  tinged 

Strict  middling  tinged 

MiddUng  tinged 

Strict  low  middling  tinged  . 

Low  middling  tinged , 

Strict  good  ordinary  tinged. 

Fally  middling  stained 

Middling  stained 

Barely  middling  stained..., 
Strict  low  middling  stained 
Folly  low  middling  stained 
Low  middling  stained 

Total , 


Re- 
ceived. 

So] 

Id. 
Percent. 

Retendered. 

Baieg. 

Balei. 

Bales. 

Percent. 

118 

103 

87 

15 

13 

476 

436 

92 

40 

8 

8,738 

3,238 

87 

500 

3 

7,616 

6.757 

89 

859 

11 

12,798 

11,746 

92 

1,053 

8 

3,017 

2,842 

94 

175 

6 

8,809 

8,540 

97 

269 

3 

1,102 

1,066 

97 

36 

8 

6,993 

6,913 

99 

80 

1 

6,604 

6,379 

97 

225 

3 

7,736 

7,178 

93 

558 

7 

7,719 

6,763 

88 

956 

12 

8,714 

7,111 

82 

1,603 

18 

5,782 

4,753 

82 

1,029 

18 

5,649 

4,458 

79 

1,191 

21 

2,266 

1,698 

75 

568 

25 

982 

693 

71 

289 

29 

853 

796 

93 

57 

7 

988 

933 

94 

55 

6 

687 

582 

85 

105 

15 

2,246 

1,613 

72 

633 

28 

4,373 

3,196 

73 

1,177 

27 

992 

981 

99 

11 

1 

227 

225 

99 

2 

1 

2,178 

1,504 

69 

674 

31 

1,492 

972 

65 

520 

35 

940 

696 

74 

244 

26 

587 

386 

66 

201 

34 

144 

96 

67 

48 

33 

136 

99 

73 

37 

27 

ia%962 

92,752 

o87i 

13,210 

al2i 

a  Computed  by  Bureau. 


It  will  be  seen  from  this  table  that  well  over  90  per  cent  of  the 
cotton  of  the  value  of  middling  and  above  taken  up  by  this  concern 
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was  sold  directly  to  the  trade  without  retendering  on  contract,  and 
that  a  very  large  proportion  of  the  grades  below  middling  was  like- 
wise disposed  of  in  the  trade.  The  percentage  of  cotton  sold  to  spin- 
ners and  shipped  out  of  New  York  from  deliveries  received  on 
contract  by  another  large  firm  of  cotton  merchants  during  a  period  of 
four  years  was  given  as  follows: 

Table  7.— STATEMENT  OF  673,846  BALES  OF  COTTON  TAKEN  UP  BY  ONE  FIRM 
ON  CONTRACT  IN  NEW  YORK,  AND  DISPOSITION  OF  SAME,  SEASONS  1902-3 
TO    1905-6,    INCLUSIVE. 


I   Taken   'sold  to  spinners  and 
ScHSon.  up  on        tiihippiKl     out    of 

contract.     New  York. 


Bales.  I    Bales. 

1902-3 331.165  I    135,778 

1903-1 100,240        36,932 

1904-^ 112,067  ■      48,052 

19a'>-6 100,874        62,759 


Total I    678,846      283,521 


Per  cent. 
41.00 
36.85 
33.82 
62.52 


42.07 


From  this  table  it  will  be  seen  that  less  than  half  the  cotton  taken 
up  by  this  firm  was  shipped  out  to  the  trade.  This  presumably  means 
that  the  balance  was  retendered.  Of  course,  much  or  all  of  it  may 
later  have  gone  into  actual  consumption. 

Section  3.  Alleged  overclassification  of  cotton  at  New  York. 

AATiile  the  various  statistics  already  presented  indicate  that  the 
New  York  stock  has  not  been  uniformly  low,  they  are,  however,  by  no 
means  a  conclusive  answer  to  complaints  against  the  character  of  the 
stock,  for  the  reason  that  the  classification  of  the  New  York  Cotton 
Exchange  is  itself  challenged.  This  is  a  matter  of  vital  importance. 
The  argument  that  there  is  no  unmerchantable  cotton  in  its  stock,  and 
that  this  is  proved  by  the  fact  that  the  great  bulk  of  the  cotton  cer- 
tificated by  the  inspection  bureau  eventually  passes  into  consump- 
tion, does  not  meet  the  issue.  From  a  broad  standpoint,  it  may  be 
said  that  no  cotton  is  raised  which  is  not  merchantable  for  one  pur- 
pose or  another.  This,  however,  does  not  necessarily  justify  the  ad- 
mission of  all  grades  to  the  certificated  stock  of  the  New  York  Cotton 
Exchange  under  its  rules.  The  real  issues  are,  first,  whether  the  cot- 
ton is  merchantable  in  the  ordinary  sense  of  the  word — that  is,  for 
ordinary  spinning  purposes — and  not  mereh^  for  such  miscellaneous 
purposes  as  the  manufacture  of  rope,  bagging,  carpets,  and  other 
products  which  require  only  an  inferior  staple;  and,  second,  whether 
the  cotton  is  really  of  the  grade  given  it  by  the  exchange.  It  has  been 
shown  that  complaints  on  the  first  score  have  exaggerated  the  real 
conditions.  A  more  important  matter  is  the  charge  that  a  large 
amount  of  cotton  in  the  New  York  stock  has  been  seriously  over- 
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classed.  Such  a  charge  was  presented  in  great  detail  in  the  injunc- 
tion suit  brought  in  the  early  part  of  1907  against  the  New  York 
Cotton  Exchange  and  the  members  of  its  classification  committee  in- 
dividually by  Theodore  H.  Price,  an  operator  in  the  New  York  mar- 
ket. The  bill  of  complaint  in  this  suit,  after  citing  the  charges  of 
Congressman  Livingston  and  Harvie  Jordan,  president  of  the  South- 
ern Cotton  Association,  already  mentioned,  and  referring  to  the  ex- 
istence ''  in  the  common  talk,  rumor,  and  understanding  of  the  trade 
in  this  city  of  this  same  statement  and  belief  as  to  overclassification," 
gave  specific  instances  of  such  overclassification  as  follows : 

A  further  source  of  my  information  and  ground  of  mv  belief 
as  to  this  overclassing  of  cotton  and  the  certification  or  cotton 
*  *  *  is  as  follows:  On  the  1st  day  of  March,  1907,  I  re- 
ceived on  contracts  made  on  the  said  exchange,  through  members 
thereof,  among  other  lots  of  cotton,  the  following: 

One  lot  marked  "  C  6108,"  containing  105  bales,  covered  by  a 
warehouse  receipt,  upon  which  the  delivery  of  said  cotton  was 
made  to  me,  which  warehouse  receipt  was  accompanied  by  a 
grade  certificate  of  the  New  York  Cotton  Exchange.     *     *     * 

One  lot  marked  "  L  4254,"  containing  49  bales,  purchased 
through  said  Quentell,  Coats  &  Co.,  covered  by  a  warehouse  re- 
ceipt, upon  which  the  delivery  of  said  cotton  was  made  to  me, 
which  warehouse  receipt  was  accompanied  by  a  grade  certificate 
of  the  New  York  Cotton  Exchange.     *     *     * 

Thereafter,  and  on  the  16th  day  of  April,  1907,  I  caused  the 
said  cotton  to  be  reclassed  by  the  said  classification  committee, 
on  the  identical  samples  usea  by  that  committee  on  its  original 
classification,  and  received  new  certifications  thereof.  The  orig- 
inal certification  and  the  certification  upon  reclassification  re- 
sulted as  follows: 


Grade. 


Middling 

Strict  low  middling . . 
Fully  low  middling . . 

Low  middling 

Barely  low  middling. 
Strict  good  ordinary  . 
Fully  good  ordinary' . 


First 
certifica- 
tion. 

Second   . 
certifica- 
tion. 

Bales. 

Bales. 

2 
16 

1 

11 

30 

11 

22 

22 

19 

33 

7 

9 

5 

Grade. 


First     I  Second 
certifica- ,  certifica- 
tion,    j     tion. 


Middling  tinged 

Strict    low    middling 
tinged 

Low  middling  tinged 

Strict    good    ordinary 
tinged 


Bales. 


Total 


6 
2 


105 


Bales. 


4 

9 


105 


And  upon  the  said  reclassification  of  the  said  105  bales  the 
committee  reported  "'  Samples  show  some  sand,"  though  no  men- 
tion of  sand  was  made  upon  the  original  classification,  in  spite 
of  the  fact  that  under  section  106  of  the  by-laws  *  *  *  it 
is  provided : 

''  In  determining  the  grades  of  cotton  submitted  to  the  classifi- 
cation committee,  or  to  the  appeal  committee  on  classification, 
sand  and  dirt  shall  be  taken  into  account, ^^ 
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Upon  the  reclassification  of  the  said  49  bales  the  results  were 
as  follows: 


Grade. 

First 
certifica- 
tion. 

Second 
certifica- 
tion. 

Fully  low  middlinflr 

Bales. 
3 

17 

19 

5 

3 

Bales. 

Low  middling 

Barely  low  middling 

Strict  good  ordinary 

Fully  good  ordinary 

Qood  ordinary 

1 

12 
18 

9 

Grade. 

First 
certifica- 
tion. 

Second 
certifica- 
tion. 

1 

Strict  low    middling 
tinged 

Bales. 

1 
1 

Bales. 

Low  middling  tinged  ... 

Strict    good    ordinary 
tinfired 

1 
2 

Below  srood  ordinary. . . . 

6 

1            Total 

49 

49 

This  last  lot  of  cotton  was  inspected  upon  the  original  exami- 
nation and  upon  the  reexamination  for  "  staple."  *  *  *  On 
the  original  classification  staple  was  allowed  at  the  rate  of  three 
thirty-seconds  of  a  cent  per  pound,  while  on  the  reclassification 
it  was  allowed  at  one  thirty-second  of  a  cent  per  pound  in  lots 
"  good  ordinary  "  and  above,  in  addition  to  wkick^  upon  the  re- 
classification 6  hales  were  classed  as  below  '^  good  ordinary ^'^^ 
and  therefore  as  "  rejections^^'*  and  not  deliverable  on  contract  on 
the  exchange,,  whereas  by  the  original  classification  the  entire 
lot  was  held  deliverable. 

It  will  be  seen  that  on  the  classification  of  the  first  lot  of  105  bales 
the  grade  of  the  cotton  was  materially  lowered.  Thus,  where  on 
the  original  classification  76  bales  graded  low  middling  or  better 
(including  1  bale  of  middling  tinged  and  5  of  strict  low  middling 
tinged) ,  on  the  reclassification  only  49  bales  were  given  a  grade  of  low 
middling  or  above.  The  number  of  bales  classed  as  tinged  ou  the  re- 
classification was  also  larger  than  on  the  original  classification.  ^Vn 
even  more  severe  reduction  in  grading  occurred  in  the  second  lot  of 
49  bales.  Where  on  the  original  classification  40  bales  out  of  the  lot 
graded  barely  low  middling  or  better,  on  reclassification  none  of  the 
cotton  was  graded  as  better  than  barely  low  middling ;  in  fact,  only 
1  bale  out  of  the  49  was  given  that  grade.  In  addition,  as  shown, 
6  bales  of  the  second  lot  were  pronounced  below  any  deliverable  grade, 
and  were  rejected. 

Of  course,  isolated  cases  of  improper  classification  would  prove 
little.  Under  any  system  of  classification  occasional  and  even  pro- 
nounced mistakes  in  grading  are  bound  to  occur.  It  is  reasonable 
to  suppose  that  the  two  instances  given  by  Mr.  Price  in  his  complaint 
were  among  the  most  extreme,  if  not  the  most  extreme,  that  had  come 
to  his  notice.  Mr.  Price  in  his  suit  alleged,  however,  that  overclassi- 
fication  by  the  New  York  classification  committee  had  been  a  very 
common  occurrence. 
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In  this  connection  it  may  be  noted  that  Mr.  Price,  in  an  address  be- 
fore the  American  Cotton  Manufacturers'  Association,  at  Philadel- 
phia, on  May  15,  1907,  said : 

We  come  now  to  consider  Mr.  Marsh's  contention  that  the  New 
York  Cotton  Exchange  is  the  clearing  house  of  the  world ;  ®  that 
it  is  at  a  geographical  disadvantage  of  $1.50  a  bale  in  freight, 
and  that,  therefore,  in  order  to  maintain  some  reserve  stock  of  cot- 
ton in  New  York  with  which  to  clear  the  balances  which  arise 
in  this  great  clearing  house,  we  must  so  let  down  the  bars  as  to 
attract  undesirable  cotton,  because  we  can  not  get  good  cotton. 
I  have  great  respect  for  Mr.  Marsh's  opinion,  but  it  seems  to 
me  that  he  takes  an  untenable  position.  London  is  the  clearing 
house  of  the  world ;  it  is  there  that  the  world's  debts  are  settlea 
by  the  payment  of  net  balances.  What  would  be  said  if,  in  the 
world's  financial  clearing  house,  a  debased  standard  of  currency 
were  suddenly  to  be  adopted  and  silver  instead  of  gold  made 
the  medium  by  which  the  exchanges  were  settled?  Does  Ix)n- 
don,  when  it  nnds  its  stock  of  gold  insufficient  for  the  needs  of 
its  clearing  house,  proceed  to  say  that,  since  we  can  not  get  gold, 
we  will  do  the  next  best  thing  and  make  the  people  who  have 
relied  upon  us  for  clearances  settle  their  balances  pro  and  con 
in  a  deteriorated  currency?  No;  it  raises  its  bank  rate  and  its 
discount  rate,  and,  despite  whatever  pressure  may  be  exerted, 
it  attracts  enough  British  sovereigns  or  gold  bars  to  settle  the 
various  diflferences  between  the  nations  of  the  world  who  are 
members  of  that  great  clearing  house. 

Has  the  New  York  Cotton  Exchange  pursued  a  similar  course? 
No.  Shortly  after  the  organization  of  the  New  York  Cotton  Ex- 
change it  became  apparent  that  the  public,  being  optimistic  and 
hopeful  as  a  rule,  generally  were  buyers  of  cotton  rather  than  sell- 
ers. The  astute  gentlemen  who  are  largelv  responsible  for  the  ex- 
isting rules  and  by-laws  of  the  New  York  Cotton  Exchange,  recog- 
nizing this  fact,  as  a  nile  are  sellers  rather  than  buyers.  They  sell 
what  they  do  not  have,  in  the  hope  that  delivery  of  it  may  not  be 
demanded,  and,  to  make  sure  that  it  will  not  be  demanded,  the 

1)rocess  of  rendering  the  stuff  that  was  to  be  delivered  less  and 
ess  desirable  year  by  year  has  continued  until  to-day  there  are 
in  New  York  some  20,000  or  30,000  bales  of  cotton  which  I 
think  have  been  there  for  three  or  four  years,  and  some  of  it 
longer,  and  which  no  one  can  be  induced  to  buy  except  for  the 
purpose  of  redelivering  it  as  a  means  of  depressing  the*  market. 

Numerous  complaints  of  overclassification  and  improper  classifica- 
tion by  the  New  York  committee  were  obtained  from  other  sources 
during  the  investigation.  Thus,  an  exporter  of  Savannah  said,  in 
substance: 

We  took  up  about  2,000  bales  of  cotton  in  the  New  York  mar- 
ket in  1906  on  contract  certificates.  We  retendered  300-odd  bales, 
and  when  we  retendered  it  46  bales  of  that  cotton  were  rejected. 


''-  See  page  250.  Part  I. 
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In  July  we  also  got  200  bales  (a  part  of  this  same  lot).  We 
appealed  that  and  the  appeal  went  against  us,  and  we  were 
loaded  up  with  some  40-odd  bales  of  cotton  which  we  brought 
back  here  finally,  and  some  of  it  is  still  here.  That  is  their 
method  of  doing  business.  When  they  were  anxious  for  cotton 
they  would  grade  high ;  we  sent  them  very  low  cotton  and  they 
would  grade  it  up.  When  they  were  not  anxious  for  cotton,  they 
would  be  very  severe  in  the  matter  of  classing.  *  *  *  From 
our  experience  in  tendering  and  taking  up  cotton  in  New  York, 
we  should  say  that  the  cotton  is  overclassed.  We  also  contend 
that  there  is  great  carelessness  in  the  handling  of  cotton  there, 
both  in  the  matter  of  weighing  and  classing.  We  know  that 
from  actual  experience. 

An  exporter  in  the  New  Orleans  market  said : 

About  all  I  know  of  the  quality  of  cotton  at  New  York  is  that 
New  York  will  accept  cotton  which  will  not  pass  here.  Some 
years  ago  I  had  40  bales  of  very  low  grade  cotton.  I  shipped  it 
to  New  York,  although  I  was  ashamed  to  send  it  on — it  was  so 
poor.  New  York  accepted  30  bales  out  of  the  40.  For  this 
reason  I  think  New  York  has  overclassed  cotton.  This  year, 
however,  I  think  New  York  has  been  more  rigid  in  its  classifica- 
tion, particularly  since  Mr.  Price's  suit  was  brought. 

A  merchant  of  Augusta,  Ga.,  said,  in  substance : 

My  experience  has  been  that  the  classification  in  New  York  is 
according  to  the  stock  that  they  have  in  New  York.  In  other 
words,  I  have  found  them  more  liberal  in  their  class  if  the  stock 
is  small  in  New  York,  and  I  have  found  them,  on  the  contrary, 
more  severe  in  their  class  if  the  stock  is  large. 

That  the  work  of  the  New  York  classification  committee  had  been 
more  or  less  erratic  was  asserted  by  a  member  of  the  New  York  Cotton 
Exchange,  who  said : 

I  think  that  our  classification  committee  here  have  been  at  times 
somewhat  influenced  by  what  I  might  call  current  discussion; 
that  I  regard  as  disadvantageous.  I  can  illustrate  that  by  saying 
that  I  think  at  times  cotton  has  been  too  freely  accepted  here, 
under  pressure  from  southern  shippers,  and  at  other  times  it  has 
been  too  freely  rejected,  under  pressure  of  speculative  buyers  in 
New  York.  An  actual  illustration  of  what  I  mean  I  can  give 
onlv  bv  hearsav ;  but  one  of  mv  friends  took  up  some  cotton  here 
in  New  York  some  months  ago — which  cotton,  of  course,  was  cer- 
tificated, else  he  could  not  have  taken  it  up — shipped  that  cotton  to 
Liverpool,  delivered  it,  subsequently  took  up  cotton  in  Liverpool 
and  got  some  of  that  same  cotton,  shipped  it  back  to  New  \ork, 
and  it  was  rejected.  *  *  *  a  j  have  myself  no  reason  to  be- 
lieve— although  it  has  been  freely  charged — that  the  classification 
committee  has  been  influenced  by  any  individual  or  individuals, 
and,  personally,  I  do  not  believe  they  have.  But  I  do  think  that 
the  intensity  of  discussion  in  the  exchange  and  outside  the  ex- 

°  See  page  71. 
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change   has   at  times  affected   the  action   of  the  classification 
committee.* 

In  the  summer  of  1903  there  was  a  very  general  clearing  out  of 
the  New  York  stock  as  a  result  of  a  severe  corner  run  by  the  so-called 
Brown-Hayne  pool  of  New  Orleans.  Warehouses,  both  at  New  York 
and  elsewhere,  were  scoured  at  this  time  by  short  interests  in  order 
to  fill  their  contracts,  and  cotton  was  shipped  to  New  York  by  mills 
having  a  surplus,  and  even  from  Liverpool.  It  has  been  charged 
that  much  of  this  cotton  was  seriously  overgraded  by  the  New  York 
classification  committee.  It  would  naturally  be  expected  under  these 
circumstances  that  tenders  would  include  an  unusually  large  percent- 
age of  very  low  grade  cotton,  and  particularly  because,  if  the  classi- 
fication committee  at  New  York  had  been  susceptible  to  local  influ- 
ences, consciously  or  unconsciously,  it  would  have  been  disposed  to 
be  too  lenient  in  classing  cotton  at  this  particular  time  by  reason  of 
the  fact  that  the  corner  was  run  by  New  Orleans  interests.  It  is 
difiicult  at  this  time  to  present  an  accurate  description  of  the  cotton 
thus  tendered.  Practically  all  of  it  has  passed  into  consumption  and 
there  are  no  means  for  ascertaining  its  grade.  Furthermore,  many 
mills  at  that  time  were  so  glad  to  get  spinnable  cotton  at  almost  any 
price  that  they  undoubtedly  took  grades  which  in  normal  years  they 
would  have  refused.  The  fact  that  the  bulk  of  this  cotton  went  into 
consumption,  therefore,  is  little  guide  to  its  actual  character.  State- 
ments as  to  the  quality  of  this  cotton  are  very  conflicting.  The  oper- 
ators running  the  pool,  in  shipping  this  cotton  out  to  mills,  assumed 
no  responsibility  for  its  grade,  but  compelled  the  mills  to  take  it  on 
the  basis  of  the  grading  of  the  New  York  Cotton  Exchange,  leaving 
them  to  make  claims  against  the  inspection  fund  of  the  exchange 
if  they  w^ere  dissatisfied  with  the  grading.  As  a  result,  the  leading 
operators  in  the  i>ool  had  little  personal  knowledge  of  the  character 
of  this  cotton.  One  of  them,  however,  stated  that,  out  of  some 
200,000  bales  of  cotton  taken  up  in  New  York  by  the  operators  run- 
ning the  comer,  there  were  about  40,000  bales  that  w^re  not  shipped 
out  to  mills  but  that  were  retendered.  He  did  not,  however,  contend 
that  the  retendered  cotton  was  unmerchantable. 

When  asked  whether  these  200,000  bales  or  more  taken  up  by  those 
running  the  corner  would  have  passed  New  Orleans  classification, 
this  operator  said  that  a  large  part  of  the  cotton  would  not  have  thus 
passed  in  New  Orleans,  mainly  because  of  color,  sand,  and  dust. 

Another  member  of  the  pool  said  of  this  cotton : 

It  was  very  trashy,  very  low,  very  little  staple  to  it.  It  was 
such  cotton  as  could  not  be  delivered  on  contract  here  [New 
Orleans]. 

^  See  pages  54-56. 
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A  factor  who  examined  some  of  this  cotton  said  that  the  results 
were  a  revelation  to  him,  and  that  he  had  no  idea  that  any  set  of  cot- 
ton men  in  the  world  would  pass  and  certificate  such  cotton. 

Again,  in  1907,  the  bulk  of  the  New^  York  stock,  or  considerably 
more  than  100,000  bales,  was  taken  up  by  a  pool  of  New  York  inter- 
ests. A  representative  of  one  of  the  interests  in  this  pool  of  1907 
stated  that  much  of  the  cotton  was  improperly  graded,  but  also  said 
that  a  more  important  matter  than  overgrading  w^as  the  poor  quality 
of  the  staple  of  a  great  deal  of  this  cotton.  This  statement  related  to 
strength  rather  than  to  length  of  staple.**  While  considerable  of  the 
cotton  in  question  was  of  short  staple,  very  little  of  it,  in  his  opinion, 
was  under  three- fourths  of  an  inch.  The  staple  of  a  large  amount  of 
this  cotton,  however,  had  been  injured  by  the  storm.  In  this  connec- 
tion he  said : 

It  was  just  weak.  It  did  not  seem  to  be  well  matured.  It  had 
no  strength.  It  had  been  stained  and  tinged  by  frost  and  it  had 
a  lot  of  waste,  a  lot  of  short  cotton  in  it,  you  know,  and  it  did  not 
have  a  good,  healthy,  long  fiber.  *  *  *  The  bulk  was  poor 
staple. 

A  member  of  one  of  the  leading  spot-cotton  firms  of  the  New  York 
Cotton  Exchange,  whose  representative  examined  a  good  deal  of 
this  cotton,  said  that  many  thousands  of  bales  were  absolutely  un- 
merchantable for  his  trade,  although  some  mills  in  Fall  River  could 
use  such  low-grade  cotton  by  mixing  it  with  other  cotton.  This  mer- 
chant criticised  the  general  character  of  the  New  York  stock  severely, 
stating  that  in  years  prior  to  1906-7  he  had  found  cotton  very  seri- 
ously overclassed. 

Alleged  deterioration  in  standards  of  the  exchange. — The  belief 
was  expressed  by  one  member  of  the  New  York  Cotton  Exchange 
that  there  had  been  a  decided  deterioration  in  the  New  York  type 
standards  themselves.  The  statement  of  this  member,  in  substance,  is 
as  follows: 

Butj  more  than  any  of  these  details  [referring  to  previous  con- 
versation], is  a  condition  which  has  supervened  in  the  last  four 
years,  which  is  that  the  types  on  which  the  contract  has  been 
based  have  been  gradually  reduced  on  the  lower  grades.  It  will 
not  be  said  by  me  that  this  was  intentionally  done;  but  it  has 
been  done,  and  I  have  observed  it  continuously  during  the  past 
four  years.  In  May,  1906,  there  was  an  attempt  on  the  part  of 
interested  parties  to  introduce  into  the  delivery  sandy  cotton.  I 
opposed  that  most  vehemently.  I  thought  I  was  alone,  but  there 
were  two  or  three  or  four  other  persons,  some  of  them  members 
of  the  board  of  managers  and  others  not.  Without  knowing 
each  other's  views,  we,  each  in  his  place,  endeavored  to  prevent 
the  delivery  of  sandy  cotton. 


2  See  imges  84^9. 
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An  examination  of  the  type  standards  of  the  New  York  Cotton 
Exchange  by  a  special  committee  was  ordered  by  the  board  of  man- 
agers in  1906.  The  report  of  that  committee,  in  so  far  as  it  relates 
to  the  question  at  issue,  was  as  follows: 

• 

Acting  upon  instructions  issued  by  the  board  of  managers  on 
Aumist  15,  your  committee  has  compared  the  existing  standards 
with  the  types  of  previous  years  and  found  them  practically 
identical,  with  the  exception  of  low  middling,  which  type  was, 
in  our  opinion,  a  shade  lower  than  those  of  previous  years.  The 
classification  committee  has  prepared  a  type  of  low-middling 
cotton  in  accordance  with  our  views,  whicn  type  will  be  sub- 
mitted to  the  board  of  managers  for  approval. 

Other  members  of  the  exchange  who  stated  that  they  had  examined 
the  types  from  year  to  year  asserted  that  there  had  been  no  deteriora- 
tion ;  but,  in  view  of  the  report'  of  this  special  committee,  there  can 
be  no  reasonable  doubt  that  the  type  for  low  middling,  an  important 
grade,  had  suffered  some  deterioration. 

The  board  of  managers,  apparently  as  a  result  of  this  report,  in- 
structed the  warehouse  and  delivery  committee  to  strengthen  the 
type  standards  for  good  ordinary  and  low  middling  tinged,  such 
standards  when  strengthened  to  be  effective  only  for  cotton  intended 
for  classification  in  March,  1908,  and  thereafter.  No  action  was 
taken  on  these  instructions.  This  fact  was  called  to  the  attention  of 
the  new  board  of  managers  of  the  exchange  at  its  meeting  on  Sep- 
tember 5,  1907,  but  after  some  discussion  that  board  decided  that  it 
^as  too  late  to  make  a  change,  urging  that  the  new  season's  standards 
were  then  on  the  eve  of  adoption — a  reason  which  is  by  no  means 
satisfactory.  It  would  appear,  therefore,  that  this  important  matter 
had  been  disregarded. 

Section  4.  Defenses  of  New  York  classification. 

Although,  as  just  shown,  rather  general  complaints  of  improper 
classification  of  cotton  at  New  York  were  obtained  during  the  inves- 
tigation, the  work  of  the  classification  committee  was,  on  the  other 
hand,  defended  by  many  persons  interviewed,  including  some  who 
were  not  members  of  the  New  York  Cotton  Exchange. 

A  spinner  of  Boston  said  of  the  New  York  classification : 

I  have  seen  quite  a  little  of  the  work  of  the  New  York  Cotton 
Exchange  classification  committee  and  consider  it  fair  and  as 
reliable  as  it  is  possible  to  have  it  done.  Classing  cotton  is  a 
matter  of  eyesight,  and  I  have  never  yet  seen  a  man  but  what 
would  occasionally  get  off  to  some  extent ;  but  the  work  is  done 
honestly  there,  so  far  as  I  am  able  to  judge,  and  I  have  had  a 
pretty  good  chance  to  see. 

A  merchant  in  the  New  York  market,  who  is  also  a  member  of  the 
New  York  Cotton  Exchange,  when  asked  whether  the  New  York 
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certificated  stock  included  cotton  which  had  been  overclassed  or  which 
was  practically  unmerchantable  because  of  the  poor  quality  of  the 
staple,  replied : 

I  will  answer  that  question  most  emphatically  in  the  negative. 
Generally  speaking,  there  is  no  cotton  here  that  has  been  over- 
classed,  and  there  is  no  cotton  here  of  an  unspinnable  quality, 
no  cotton  here  that  is  not  good  upland  staple. 

The  members  of  the  New  York  classification  committee  asserted 
most  positively  that  their  sole  intent  in  classing  cotton  had  constantly 
been  to  grade  it  accurately  by  the  standards  of  the  exchange.*  They 
denied  emphatically  that  they  had  been  influenced  in  any  way,  as 
alleged  in  some  of  the  statements  given  above,  by  the  quantity  of 
cotton  received  in  New  York  at  the  time  of  the  classification,  bv 
considerations  of  protecting  the  inspection  fund,  or  by  any  outside 
influence  whatever.  They  denied  positively  that  individual  members 
of  the  exchange  had  ever  been  accorded  preferential  treatment.  In 
this  connection,  however,  they  admitted  that  some  members  of  the 
exchange  had,  as  they  believed,  endeavored  to  influence  the  com- 
mittee by  what  was  termed  "  missionary  work." 

The  statement  of  one  member  of  the  committee  was  as  follows : 

Q.  Has  there  been  any  occasion,  to  your  knowledge,  where  the 
owner  or  receiver  of  cotton  has  attempted  to  interfere  with  the 
work  of  the  classification  committee  or  its  membei's,  either  in  a 
friendly  way  or  otherwise  ? — A.  Not  in  any  direct  way. 

Q.  Has  there  been  any  pressure  of  any  sort  brought  to  bear 
upon  yourself  or  upon  any  other  member  of  the  committee  to 
induce  you  to  class  cotton  improperly  ? — A.  "  Missionary 
work  " — I  have  seen  lots  of  that.  All  I  can  say  to  that  is  that 
it  has  had  no  influence  on  me. 

Q.  Just  how  would  you  define  the  term  "  missionary  work?  " — 
A.  Oh,  a  man  might  say,  "  Our  people  in  the  South  are  com- 
plaining that  you  are  classing  cotton  pretty  low ;  "  and  a  thing 
of  that  kind  would,  of  course,  tend  to  influence  the  committee; 

but  I  don't  think  it  ever  did. 

******* 

Q.  Have  you  seen  any  evidence  that  the  decisions  of  the  classi- 
fication coinmittee  have  been  affected  by  the  relative  amount  of 
cotton  in  store  in  New  York — that  is,  has  the  committee  been 
more  lenient  when  the  stocks  were  low  and  more  rigid  when 
stocks  were  high  ? — A.  No,  sir ;  I  say  no,  most  positively. 

Following  is  an  excerpt  from  the  statement  of  another  member 
of  the  committee: 

Q.  Are  you  influenced  in  your  classification  of  cotton  by  the 
quantity  of  cotton  in  store  in  New  York  in  any  way? — A.  Not 
at  all. 

Q,  By  the  price  of  cotton? — A.  Not  at  all. 

o  See  section  6  of  this  chapter  and  section  1  of  Chapter  III. 
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Q.  Have  you  ever  been  interfered  with  in  any  way  in  your 
work  of  classification  by  the  owner  or  receiver  of  cotton? — A. 
I  have  not.    They  know  better. 

******* 

Q.  Has  any  pressure  been  brought  to  bear  upon  any  members 
of  the  classification  committee,  to  your  knowledge,  either  by  mem- 
bers of  the  board  of  managers  or  others,  in  the  classification  of 
cotton? — A.  There  has  been  a  great  deal  of  talk  alon^  those  lines, 
but  when  it  came  to  us  as  a  committee  and  as  individuals,  when 
a  person  left  the  room  he  left  the  committee  and  the  cotton  ex- 
change in  a  stronger  position  than  they  were  ever  in.  We  lis- 
tened to  their  talk;  they  made  no  headway  whatever.  It  made 
us  skeptical  about  what  they  were  doing,  and  it  held  us  more 
strongly  and  rigidly  td  the  types  and  to  the  rules  than  ever. 

Q.  Is  it  a  fact  that  deliverers  and  receivers  have  entered  the 
committee  room  and  argued  with  the  committee  with  regard  to 
classification? — A.  They  have. 

******* 

Q.  Have  buyers  or  sellers  of  cotton  frequently  entered  the 
classification  rooms  in  this  way — the  way  you  describe? — A. 
Yes,  sir;  doing  what  we  call  "  missionary  work  " — throwing  out 
hints,  and  all  that  sort  of  thing — but  it  has  no  effect.  We  as  a 
classification  committee  are  not  going  to  stultify  ourselves.  We 
are  there  as  experts  on  cotton  and  we  are  not  gomg  to  allow  any- 
body to  interfere  with  us. 

d.  At  the  same  time,  you  do  think  that  attempts  at  such  inter- 
ference have  been  made,  don't  you? — A.  There  is  no  questicm 
about  that;  no  question  about  it. 

Q.  Do  you  know  whether  any  member  of  the  committee  was 
ever  approached  in  this  way  by  an  offer  of  money  considera- 
tion ? — A.  Being  subsidized  ?  I  have  no  knowledge  of  any  such 
attempts. 

Q.  The  missionary  work  you  speak  of  has  been  mainly  in  the 
way  of  conversation  ? — A.  Or  "  oral  subsidization." 

«»****** 

Q.  In  reinspections  of  cotton,  have  you  personally  been  influ- 
enced in  your  judgment  by  the  thought  of  protecting  the  inspec- 
tion fund  agamst  heavy  payments? — A.  I  class  the  cotton  as  I 
see  it ;  that  is  all  there  is  to  it.  I  do  not  know  the  previous  class 
of  the  cotton. 

Q.  Do  you  think  there  is  any  disposition  on  the  part  of  the 
committee  or  any  of  its  members  not  to  alter  their  original  classi- 
fication because  of  the  possibility  of  depleting  the  inspection 
fund? — A.  I  do  not  think  so.  It  is  this  way:  The  cotton  is 
classed  as  it  appears  on  the  table.  Nothing  is  known  about  how 
that  cotton  was  classed  previously.  The  power  of  the  inspector 
in  chief  is  unlimited.  If  any  grievous  error  is  seen,  attention  is 
called  to  it,  the  cotton  is  reopened  and  reexamined,  and  the  class 
verified.  If  the  class  on  the  second  time  is  correct,  it  ^oes.  If 
there  has  been  an  error  in  putting  it  down,  or  an  error  in  judg- 
ment, it  is  corrected ;  that  is  all. 
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The  statement  of  another  member  of  the  committee  on  these  points 
was  as  follows : 

Q.  Have  you  been  influenced  by  the  consideration  of  protect- 
ing the  inspection  fund  ? — A.  No,  sir ;  no,  sir ;  no. 

Q.  The  possibility  of  depleting  the  inspection  fund  has  not 
induced  you  to  raise  the  grade  oi  cotton  which  has  come  to  you 
for  reclassification  ? — A.  It  would  not  have  anything  to  do  with 
the  grade  of  a  bale  of  cotton.  The  bale  of  cotton  stands  on  its 
own  merits.  I  can  not  call  a  bale  of  strict  low  middling  cotton 
middling  nor  can  I  call  a  bale  of  middling  cotton  low  middling 
if  it  is  not.  The  bale  of  cotton  stands  on  its  own  merits,  irre- 
spective of  any  fund  or  anything  else. 

The  statement  of  another  member  of  the  committee  was  as  follows : 

Q.  Have  you  ever  been  interfered  with  in  any  way  by 'a  deliv- 
erer or  receiver  of  cotton  in  your  work  of  classification  ? — A.  They 
have  been  up  here  and  done  what  we  call  "  missionary  work,"  by 
sa^ung  that  they  could  not  bring  any  cotton  here,  the  way  we  were 
classing  it,  etc. — if  that  is  interfering.  It  had  no  effect,  any 
more  than  pouring  water  on  a  duck's  back — ^to  me  at  least;  no 
eflfect  on  me. 

Q.  Has  the  quantity  of  cotton  in  stock  at  New  York  in  any 
way  a£Pected  the  action  of  the  classification  committee,  in  your 
opinion? — A.  It  has  not  mine,  for  I  do  not  think  there  is  one 
time  in  the  year  that  I  will  know  what  the  stock  is.  I  could  not 
come  within  50,000  bales  of  it  if  it  was  a  large  stock,  such  as 
200,000  bales,  I  don't  think. 

Representatives  of  the  New  York  Cotton  Exchange  have  very 
frequently  cited  in  defense  of  the  work  of  the  classification  committee 
the  fact  that  considerable  cotton  was  submitted  to  that  committee 
for  arbitration  by  nonmembers  of  the  exchange,  and  particularly  by 
spinners.  This  it  was  urged  was  sufficient  evidence  of  the  accuracy 
of  the  committee's  grading.  In  this  connection  the  treasurer  of  the 
exchange  said,  in  his  annual  report  for  the  fiscal  year  1907-8 : 

It  is  extremely  gratifying  to  find  that  the  strict  and  careful 
grading,  classing,  and  stapling  of  cotton  by  our  classification 
committee  is  commanding  the  confidence  of  the  cotton  trade  more 
and  more.  The  mills  and  the  sellers  of  cotton  are  realizing  that 
disputes  between  them  can  best  be  settled  by  sending  the  samples 
to  this  impartial  and  expert  tribunal,  whose  decision  is  based 
solely  upon  the  real  grade  and  quality  of  the  cotton.  This  privi- 
lege is  open  to  everyone,  nonmembers  as  well  as  members,  upon 
payment  of  the  regulation  fees.  Of  course,  this  does  not  carry 
the  guaranty  against  loss  that  our  certificated  cotton  does;**  but 
that  it  is  satisfactory  is  shown  by  the  fact  that  this  past  year 
the  committee  has  classed,  etc.,  for  nonmembers,  43,380  bales,  of 
which  80  per  cent  were  sent  by  mills,  from  all  parts  of  the  coun- 
try, southern  and  northern,  and  even  from  New  Brunswick,  in 
Canada. 

^  See  note,  page  42. 
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It  may  be  noted  that  at  the  beginning  of  the  fiscal  year  covered  by 
this  report  the  inspection  bureau  and  the  classification  committee  had 
been  reorganized. 

Section  5.  Proof  of  overclaflsification  of  cotton  at  New  York. 

Despite  these  positive  statements  of  members  of  the  classification 
committee,  and  defenses  of  the  work  of  the  committee  by  members  of 
the  New  York  Cotton  Exchange,  it  is  certain  that,  to  some  extent 
at  least,  overclassification  of  cotton  at  New  York  has  occurred.  This 
can  easily  be  proved.  Evidence  that  the  work  .of  the  classification 
committee  had  not  been  considered  satisfactory  is,  indeed,  furnished 
by  the  fact  that  almost  immediately  after  a  new  administration  of 
the  New  York  Cotton  Exchange  came  into  office,  in  June,  1907,  the 
committee  was  reorganized.  The  former  inspector  in  chief  of  the 
inspection  bureau  was  superseded  by  another  member  of  the  classi- 
fication committee ;  two  aged  members  of  the  committee  were  retired 
on  a  pension. 

The  present  inspector  in  chief,  Frank  C.  Millett,  admitted  that 
prior  to  his  appointment  there  had  been  errors  in  drawing  the  sam- 
ples of  cotton  which  were  submitted  to  the  classification  committee. 
His  statement,  in  substance,  was  as  follows: 

During  last  season — ^that  is,  1906-7 — many  bales  were  discov- 
ered which  were  not  sampled  according  to  rule;  I  must  admit 
that.  That  was  the  fault  of  the  inspectors.  *  *  *  It  was 
due  to  the  incompetency  of  the  men  on  the  work  and  to  our  not 
having  complete  control  of  them,  as  we  do  now. 

Overclassification  shown  by  payments  from  inspection  fund. — 
Conclusive  evidence  of  improper  classification,  moreover,  is  fur- 
nished by  the  record  of  payments  from  the  inspection  fund.  There 
ai-e  two  classes  of  claims  against  this  fund ;  one  is  for  grade  and  the 
other  for  rejection.  A  claim  for  grade  arises  where  cotton  which  has 
been  certificated  is  reclassed  and  in  the  reclassification  is  given  a 
grade  lower  than  that  originally  accorded  it.  In  such  case  the  owner 
of  the  cotton  is  entitled  to  receive  from  the  fund  the  difference  in 
values  indicated  by  the  two  classifications.  A  claim  for  rejection 
arises  where  cotton  which  has  once  been  certificated  is  on  reclassi- 
fication adjudged  to  be  below  the  lowest  tenderable  grade,  and  is  there- 
fore rejected  from  the  certificated  stock.  In  this  case  the  owner  of 
the  cotton  is  entitled  to  compensation  on  the  basis  of  the  current  con- 
tract value  of  the  cotton  (at  the  existing  differences)  phis  a  penalty. 
Cotton  so  rejected  becomes  the  property  of  the  inspection  bureau ;  it 
is  sold  by  the  inspection  bureau  and  the  proceeds  placed  to  the  credit 
of  the  inspection  fund.  The  net  payments  for  claims  on  account 
of  grade  and  for  claims  on  account  of  rejection  measure  the  extent 
of  errors  made  by  the  classification  committee. 
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The  record  of  such  payments,  from  the  organization  of  the  inspec- 
tion bureau  down  to  April  30,  1908,  is  shown  in  the  following  table: 

Table  8.— NET  PAYMENTS  FOR  "  (iRADE  "  AND  FOR  REJECTIONS  MADE  BY  THE 
INSPECTION  BUREAU  OF  THE  NEW  YORK  COTTON  EXCHANGE,  FISCAL 
YEARS  «  1887-88  TO  1907-8. 


Year. 


Payments 
for  grade. 


1887-88 
1888-89 
1889-90 
1890-91 
1K91-92 
1892-93 
1893-M 
1>94-S5 
1895-96 
1896-97 
1897-98 


^.929.09 

8G.35 

2,287.92 

2,505.49 

70.42 

117.40 


849.95 
157.89 


Net  pay- 
men  iM  lor 
rejections. 

$90.13 

2,682.91 

3.188.27 

59.04 

471.47 


1898-99 
1899-00 
1900-01 
1901-02 
1902-03 


Payments 
for  grade. 


Net  pay- 
ments for 
rejections. 


983.53  ii  1903-04 
19.19  !'  1904-05 


319.36 

73.  GO 

138.96 

212.07 


1905-06 
1906-07 
1907-08 


S9.99 
210.75 
225.98 
383.99 
633.34 

79.62 

126.01 

348.04 

04,850.59 

11,929.83 


$41.53 
1.253.72 

454.35 
1.297.11 

718. 4S 
3.385.95 

481.29 

1.653.25 

1>4,690.39 

<•  15, 078. 39 


•  Ended  April  30. 

^  In  these  amounts  Is  Included  |2,807.11  covering  cost  of  transferring  certain  cotton 
from  one  set  of  warehouses  to  another. 

<*  Includes  $845  for  miscellaneous  expenses ;  there  were  15  bales  of  rejected  cotton  on 
hand  on  .\pril  30.  1008,  of  an  estimated  value  of  $500.  which  should  be  credited  against 
these  payments. 

The  very  lieavy  increase  in  payments  from  the  inspection  fund  dur- 
ing the  past  two  fiscal  years  is  convincing  evidence  of  improper  grad- 
ing of  cotton  on  the  original  cla.ssification,  either  in  these  or  in  pre- 
vious years.  The  heavy  payments  on  account  of  grade  in  the  year 
1889-90  may  be  dismissed,  since  these  were  made  under  a  different 
method  of  appeals  and  are  not  comparable  with  later  figures.  For 
the  sixteen  years  ended  April  30,  190G,  the  grand  total  of  payments 
for  grade — that  is,  payments  due  to  the  fact  that  cotton  on  reclas.sifi- 
cation  was  placed  in  a  lower  class  or  grade  than  that  given  it  on  the 
original  classification — was  only  $7,592.04,  and  the  average  yearly 
payments  on  account  of  errors  in  grade  for  this  period  were  less  than 
$500.  In  the  fiscal  year  1906-7  the  payments  increased  heavily  (the 
exact  amount  can  not  be  stated,  owing  to  the  inclusion  of  an  item  for 
transferring  cotton  from  one  set  of  warehouses  to  another).  The 
heavy  payments  for  the  year  ended  April  30,  1908,  amounting,  as 
they  do,  to  almost  $12,000,  or  to  much  more  than  the  total  payments 
for  tlie  sixteen  years  ended  April  30,  190C,  show  that  there  had  been 
extensive  errors  in  the  original  classifications.  It  should  be  under- 
stood that  these  claims  for  grade  ordinarily  would  not  amount  to  a 
large  sum  per  bale.  Consequently  these  payments  of  nearly  $12,000 
in  a  single  year  indicate  that  a  large  number  of  bales  of  cotton  were 
found  on  reclassification  to  have  been  overgraded.  The  increase  in 
payments  on  account  of  absolute  rejections,  as  distinct  from  mere  re- 
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ductions  in  grade,  during  the  past  two  years  is  even  more  striking. 
\\Tiereas  the  total  payments  on  this  account  for  the  sixteen  years  from 
1890-91  to  1905-6  were  less  than  $12,000,  or  an  annual  average  of  less 
than  $725,  they  amounted  in  the  fiscal  year  ended  April  30,  1908,  to 
$15,000,  or,  after  allowing  for  some  miscellaneous  expenses  and  about 
$500  worth  of  rejections  still  unsold,  to  approximately  $14,000.  The 
year's  rejections  amounted  to  1,093  bales. 

This  great  increase  in  both  classes  of  payments  clearly  shows  that 
many  of  the  original  classifications  of  cotton  at  New  York  had  been 
very  inaccurate.  As  to  whether  the  reinspection  of  cotton  was  suffi- 
ciently rigid,  it  is  impossible  to  say.  It  may  be  noted,  however,  that 
the  bulk  of  this  cotton  was  reclassed  after  the  inspection  bureau  had 
\teen  reorganized  and  at  a  time  when  public  criticism  of  the  work  of 
the  inspection  bureau  was  very  pronounced.  A  ^considerable  part 
of  these  payments  was  on  cotton  which  had  been  certificated  a  full 
year:  much  was  certificated  in  the  season  of  1905-6  or  earlier. 
These  heavy  payments  are,  therefore,  only  in  part  attributable  to 
the  unusually  low  grade  of  the  crop  of  1906-7. 

OVERCLASSIFICATION    AS    SHOWN    BY    REJECTIONS    FROM    CERTIFICATED 

STOCK. — A  detailed  list  of  the  rejections  of  656  bales  of  cotton  from 
the  Xew  York  certificated  stock  was  obtained,  this  being  the  total  for 
the  period  from  May  24,  1907,  to  about  October  1,  1907.  This  cotton 
was  sold  by  the  inspection  bureau  for  what  it  would  bring,  the  owners 
being  paid  for  it  on  the  basis  of  the  closing  price  of  futures  for  the 
current  month  on  the  day  of  rejection  (with  additions  or  deductions 
for  grade  according  to  the  differences  of  the  New  York  Cotton  Ex- 
change), plus  40  points,  or  $2  a  bale,  which  was  in  the  nature  of  a 
penalty  upon  the  inspection  bureau.  The  average  price  realized 
for  these  656  bales  of  cotton  was  8.93  cents,*  and  ^he  average  basis 
price,  including  the  40-point  penalty,  used  by  the  inspection  bureau 
in  settling  with  the  owners  of  this  rejected  cotton  was  12.20  cents. 
Deducting  the  40-point  penalty,  this  indicates  that  the  average  clos- 
ing contract  price  used  in  these  settlements  was  11.80  cents,  or  287 
points  more  than  the  average  price  actually  realized  from  the  sale  of 
this  cotton.  In  other  words,  this  cotton  averaged,  on  forced  sale,  2J 
cents  per  pound  oflf  the  contract  price.  The  lowest  grade  difference  of 
the  Xew  York  Cotton  Exchange  at  the  time  this  cotton  was  originally 
classed  (or  at  least  the  bulk  of  it)  was  2  cents  for  low  middling 
stained.  It  is  clear,  therefore,  that  this  cotton  was  of  extremely  low 
grade  and  that  it  had  been  seriously  overclassed.  That  it  was  mer- 
chantable for  some  purpose  or  other  is  indicated  by  the  fact  tl^at  the 
average  price  was  in  the  neighborhood  of  9  cents.  This,  however,  by 
no  means  justifies  its  acceptance  in  the  New  York  certificated  stock. 

«  This  figure  is  too  high  to  be  representative  of  the  entire  year's  rejections. 
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The  general  character  of  this  cotton  and  the  causes  of  its  rejection 
are  indicated  by  the  following  table,  which  gives  details  for  the  first 
101  bales  contained  in  the  list  furnished  by  the  New  York  Cotton 
Exchange : 

Table  0.— PARTIAL  STATEMENT  OP  COTTON  REJECTED  BY  THE  CLASSIFICA- 
TION COMMITTEE  OF  THE  NEW  YORK  COTTON  EXCHANGE  FROM  MAY  24  TO 
OCTOBER   1,    1007. 


Bales. 


1 
1 
1 
1 
1 
1 
1 
18 

1 
11 

2 
1 
1 
1 
1 
6 
1 
2 
2 
1 
2 
6 


Cause  of  rejection. 


1 
] 
1 
1 
7 
1 
1 
1 
1 
1 
1 
1 
1 
1 
2 
12 


Grade 

do 

Grade  and  dirt . 

Grade  

do 

Grade  and  sand 

Dirt 

Sand  and  dirt... 


Grade 
Sand.. 


Grade  

Grade  and  sbives. 

Grade 

Grade  and  shives. 

Sand 

do 

do 

do 

Grade 

Sand 

Shives 

Sand 


Apparent  grade  on  ori^rinal  claasification. 


do 

3grade,lshiveH,lgin- 
cut. 

Grade 

do 

Grade  and  din 

Shives 

Sand 

Grade  

do 

do 

do 

Dirt 

Grade  

Shives 

Grade  

do 

Gin-cut 

Sand 


Barely  low  middling 

Low  middling  tinged 

Low  middling  stained 

Good  ordinary , 

do 

Low  middling  stained 

Good  ordinary 

3  strict  good  ordinary,  1  low  middling  stained,  1  good 
ordinary,  6  strict  good  ordinary  tinged,  2  btrict  low 
middling  stained. 

Low  middling  stained , 

1  fully  low  middling,  5  low  middling,  5  barely  low 
middling. 

Strict  good  ordinary  tinged 

Good  ordinary 

Low  middling  stained 

Good  ordinary 

Strict  low  middling  tinged 

Strict  good  ordinary  tinged 

Barely  low  middling 

Fully  good  ordinary , 

Strict  good  ordinar>-  tinged 

Barely  low  middling 

Strict  good  ordinary  tinged 

1  barely  low  middling.  1  strict  good  ordinary,  1  fully 
good  ordinary,  3  low  middling  tinged. 

1  fully  low  middling.  1  barelv  low  middling,  1  strict 
good  ordinary,  1  fully  good  ordinary. 

1  strict  good  ordinary,  2  fully  good  ordinary,  2  good 
ordinary. 

Good  ordinary 

Strict  good  ordinary  tinged 

do 

Good  ord  inary 

3  low  middling  tinged,  4  »:triet  good  ordinary  tinged. . 

Low  middling  stained 

do 

do 

Fully  grx)d  ordinary 

Low  middling  tinged 

Fully  good  ordinary 

Low  middling  stained 

Strict  good  ordinary  tinged 

Good  ordinary 

Low  middling  tinged 


Basds  'selling 
price."   price. 


Qmtt. 
11.42 
11.42 
11.42 
]1.82 
n.57 
11.57 
11.72 
11.72 

1L72 
11.72 
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1  low  middling,    1   strict  f^cK>d  ordinary  tinged,  1 
barely  low  middling,  2  strict  low  middling  stained, 
2  strict  low  middling  tinged,  5  low  middling  tinged. 


12.00 

12.00 

12.06 
12.06 
12.06 
12.06 
n.98 
11.98 
11.08 
11.96 
11.93 
12.22 
12.09 
12.22 
12.22 
12.22 
12.12 
12.06 


Centa. 

Sk 
8* 
8i 
84 

8i 


8i 


1L81 

8i 

U.82 

^ 

11.95 

«A 

11.82 

Sk 

11.95 

9iV 

11. 8C 

9} 

12.35 

9 

12.35 

9 

12.40 

8i 

12.30 

8i 

12.27 

«J 

12.00 

9| 

91 
9* 

8i 
H 
Sh 
Sk 
Sk 

»iV 

9i'i 

Sk 

8i 

9A 

8 

Sk 
Sk 
8* 

»A 
8( 


'That  Is,  for  settlemeot  with  the  owner.     See  text,  page  69. 
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The  grades  given  are  supposed  to  represent  those  fixed  by  the 
classers  on  the  original  examination,  but  may  not  be  absolutely  iden- 
tical with  the  original  grading.  Owing  to  the  fact  that  the  inspection 
system  of  the  New  York  Cotton  Exchange  does  not  provide  for  a  rec- 
ord of  individual  bales,  there  are  no  means  of  ascertaining  the  grade 
originally  given  any  individual  bale  in  a  specified  lot.**  On  reclassifi- 
cation the  classification  committee  endeavored  to  ascertain  the  original 
grading  as  nearly  as  possible.  The  basis  price,  as  above  stated,  is  the 
closing  price  of  the  current  month  on  the  day  of  rejection,  plus  a 
penalty  of  40  points,  or  $2  per  bale. 

It  may  be  noted  that  most  of  the  rejections  in  the  above  list  were  on 
account  of  sand  or  dirt  instead  of  for  overgrading  alone.  The  table 
shows  that  most  of  the  rejections  for  grade  alone  occurred  in  Itnges 
and  stains. 

wit  will  be  seen  that  the  prices  obtained  for  this  cotton  often- were 
lar  below  the  value  indicated  by  the  grade  differences  when  ap|>lied 
to.  the  basis  contract  price  after  allowing  for  the  40-point  penalty. 
Take,  for  instance,  the  first  bale  of  barely  low  middling :  The  contract 
price,  less  the  40-point  penalty,  would  be  11.02  cents.  The  difference 
off  for  barely  low  middling  at  the  time  of  reclassification  was  70 
points,  thus  indicating  a  contract  value,  based  on  the  original  classifi- 
cation, of  10.32  cents,  whereas  the  actual  sale  price  was  only  8^  cents. 
In  the  same  way,  the  indicated  contract  value  of  the  first  bale  of  low 
middling  tinged,  after  deducting  the  40-point  penalty  and  90  points 
for  the  grade  difference,  was  10.12  cents,  whereas  that  bale  realized 
only  9tV  cents.  Generally  speaking,  there  was  a  very  marked  dis- 
parity between  the  sale  price  and  the  contract  value  indicated  by  the 
original  grading;  this  suggests  a  very  marked  degree  of  overclassifica- 
tion.  It  should  be  remembered,  moreover,  that  the  basis  contract 
price  had  been  very  sharply  depressed  by  this  time  as  a  result  of 
errors  in  grade  differences,  as  fully  explained  in  Part  I. 

Section  6.  Ruling  of  the  board  of  appeals  admitting  rejectable  cotton 
into  the  certificated  stock  at  New  York. 

A  very  important  circumstance  in  connection  with  these  evidences 
of  overclassification  at  New  York  is  that  to  a  certain  extent  such 
overclassification  was  for  a  time  during  the  season  1906-7  permit- 
ted— in  fact,  ordered — by  the  board  of  appeals,  the  highest  committee 
of  the  New  York  Cotton  Exchange.*  This  ruling  of  the  board  of  ap- 
peals was,  in  effect,  that  in  case  cotton  was  passed  by  the  subinspect- 
ors  at  the  dock  which,  in  the  opinion  of  the  classification  committee, 

«See  page  103. 

^This  board  of  api^eals  should  not  be  confused  with  the  appeal  committee  on 
classlficatiou. 
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should  have  been  rejected,  nevertheless  it  should  not  be  excluded,  but 
should  be  certificated  as  of  the  lowest  tenderable  grade  in  the  list  of  the 
exchange.  This  ruling  appears  to  have  arisen  from  the  fact  that,  in 
submitting  cotton  to  the  inspection  bureau,  it  frequently  happens  that 
cotton  is  tendered  on  contract  and  perhaps  retendered  or  resold  be- 
fore the  samples  are  finally  passed  upon  by  the  classification  commit- 
tee, which  at  times,  especially  during  squeezes  or  corners,  when  un- 
usually large  quantities  of  cotton  are  offered  for  inspection,  is  unable 
to  grade  it  as  fast  as  it  is  submitted.  An  attempt  was  made  in  1906 
to  compel  the  receivers  of  cotton  on  contract  to  accept  any  bales  which 
had  thus  been  rejected  by  the  classification  committee  after  previous 
acceptance  by  the  inspectors  at  the  dock,  leaving  the  buyer  to  make 
demand  upon  the  inspection  fund  to  cover  any  discrepancy  between 
the  grade  finally  given  the  cotton  by  the  committee  and  that  at  which 
he  received  it.  In  the  first  instance  of  this  sort  the  classification  com- 
mittee went  through  the  usual  procedure  of  notifying  the  deliverer  to 
request  the  committee  to  draw  new  samples  from  the  entire  lot  in 
question ;  but  the  deliverer,  on  taking  this  matter  up,  secured  a  de- 
cision from  the  board  of  appeals  overruling  the  classification  com- 
mittee and  compelling  it  to  certificate  the  entire  lot,  giving  the  dis- 
puted bales  the  value  of  the  lowest  grade  in  the  tenderable  list.  The 
nature  of  these  instructions,  issued  by  the  warehouse  and  delivery 
committee  of  the  exchange  to  the  classification  committee  under  this 
ruling  of  the  board  of  appeals,  is  indicated  in  the  following  letter 
taken  from  the  minutes  of  the  New  York  Cotton  Exchange: 

New  York,  November  19^  1906. 
Mr.  Lamar  L.  Fleming, 

Secretary  Board  of  Managers 

New  York  Cotton  Exchange. 

Dear  Sir:  A  meeting  of  the  warehouse  and  delivery  committee 
was  held  this  date  to  consider  the  recent  decision  of  the  board  of 
appeals  making  cotton  a  final  delivery  after  it  has  passed  the 
scales.  In  accordance  with  this  decision,  on  motion,  the  inspector 
in  chief  was  authorized  to  issue  certificates  of  grade  on  the  fol- 
lowing lot  numbers:  A7799  MOOD,  32  bales  cotton  inspected  for 
account  of  Messrs.  George  H.  McFadden  &  Bro.,  May  20  (re- 
jected for  sand) ;  B5599  CLAN,  6  bales  cotton  inspected  for  ac- 
count of  Messrs.  R.  H.  Hooper  &  Co.  May  11  (rejected  for  sand) ; 
L(>5()2  SHC,  18  bales  cotton  inspected  for  account  of  Messrs. 
Shearson,  Hammill  &  Co.  June  4,  and  to  grade  the  same  low 
middling  stained,  the  lowest  grade  deliverable  on  contract,  and 
to  make  a  record  that  this  18  bales  of  cotton  was  rejected  by  the 
classification  committee  for  being  below  grade. 

Owing  to  this  decision  of  the  board  of  appeals,  the  warehouse 
and  deliverv  committee  have  authorized  Mr.  James  M.  Kobbins 
and  Henry  W.  Allen  to  decide  as  to  condition  of  cotton  tendered 
for  inspection  and  to  pass  upon  all  doubtful  bales  at  the  scales  as 
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to  grade,  their  decision  to  be  final,  but  the  deliverer  has  the  right 
to  send  all  rejections  immediately  to  the  classification  committee 
for  decision. 

Yours  respectfully, 

Abm.  Allen,  Jr., 
Secretary  Warehouse  and  Delivery  Committee. 

Explanations  of  this  order  of  the  board  of  appeals. — The 
obvious  eflfect  of  this  ruling  of  the  board  of  appeals  was  to  permit  the 
certification  of  cotton  on  the  judgment  of  the  subinspectors  at  the 
dock,  although  some  such  cotton  might  have  been  rejected  by  the 
classification  committee.  It  appeared  from  examination  of  the  grade 
slips  in  the  records  of  the  inspection  bureau  that  about  300  bales  of 
cotton  had  thus  been  allowed  to  go  into  the  stock  during  a  period  of 
several  months  when  this  ruling  was  in  effect.  These  bales  were  not 
identified  or  segregated,  but  were  included  with  other  cotton  in  lots 
representing  a  much  larger  quantity.  While  the  number  of  bales 
actually  passed  was  small,  on  account  of  the  importance  of  the  prin- 
ciple involved  special  effort  was  made  to  ascertain  the  real  motive 
back  of  this  ruling,  and  particularly  to  determine  whether  the  prac- 
tice was  primarily  designed  to  permit  the  delivery  of  inferior  and 
rejectable  cotton  for  selfish  ends. 

One  member  of  the  exchange,  when  asked  to  explain  this  ruling, 
replied,  "  Greed." 

Members  of  the  board  of  appeals  who  favored  this  ruling,  however, 
vigorously  denied  that  the  ruling  was  prompted  by  any  such  disposi- 
tion. They  asserted  that  the  ruling  was  mainly  intended  to  prevent 
the  inconvenience  and  expense  of  segregating  such  scattered  bales 
and  of  making  substitution  therefor,  such  inconvenience  being  aggra- 
vated by  the  fact  that  the  cotton  frequently  had  passed  through 
several  hands  before  the  decision  of  the  classification  committee  was 
rendered.  It  was  also  pointed  out  that  in  some  cases  the  certificates 
for  such  cotton  had  been  deposited  with  banks  as  collateral  against 
loans,  and  that  the  inconvenience  to  the  bank  as  well  as  to  the  holder 
of  the  cotton  was  considerable. 

In  explanation  of  this  ruling,  one  member  of  the  board  said : 

The  significance  of  this  ruling  was,  in  my  opinion,  that  it  was 
up  to  the  agent  of  the  committee  to  vStand  by  and  make  good  the 
acts  of  his  subordinates,  and  that  if  the  cotton  had  been  received 
at  the  dock  and  passed  upon,  and  the  warehouse  receipt  passed  to 
the  buyer,  and  so  on,  and  then  later,  when  they  came  to  class  it. 
they  found  some  gradesthat  ought  not  to  have  been  taken,  I  claim 
that  the  inspection  bureau  should  take  that  cotton  out  at  their 
own  expense  and  put  other  cotton  in  there,  and  not  the  man  that 
delivered  it ;  for  this  reason :  In  time  of  activity  there  is  some- 
times quite  a  long  interval  from  the  time  when  cotton  is  received 
at  the  dock  and  the  time  the  committee  gets  to  work  on  it.     I  can 
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illustrate  it  by  a  case  of  our  own.    We  at  one  time  had  a  lot  of 

cotton  sent  here  for  delivery  on  contract.    We  delivered  it,  of 

course  having  some  cotton  rejected,  but  finally  our  contracts  were 

filled  and  we  got  our  warehouse  receipts,  and  according  to  our 

rules  turned  them  over  to  the  parties  to  whom  we  had  sold ;  and 

then,  having  completed  our  contracts,  we  sold  what  we  had  left. 

We  had  plenty  of  cotton  to  make  good  if  we  had  known  there  was 

anything  wrong,  but  we  sold  what  we  had  to  close  the  account ; 

and  then,  a  month  afterwards,  we  found  there  were  2  bales  in 

there  that  had  to  be  taken  out.    It  was  not  our  fault.    The 

agent  of  the  inspection  bureau  was  at  fault.    The  inspection 

bureau  is  paid  for  these  things ;  that  is  the  way  I  look  at  it. 
******* 

It  was  not  intended  as  a  letting  down  of  the  bars  of  anything. 
It  was  intended  as  a  straightforward,  honest  way  to  get  that 
thing  fixed.  It  never  amounted  to  anything — in  the  long  run 
only  a  few  bales.  The  principle  is  simply  that  1  bale,  or  5,  or 
G,  or  7\  or  8,  of  this  low  cotton  has  gone  through  and  been  deliv- 
ered to  the  buyer,  who  awaits  his  classification,  and  after  the 
classification  they  come  back  and  say  there  is  a  bale,  or  2  bales, 
or  whatever  the  thing  may  be,  that  ought  not  to  be  delivered,  and 
to  take  it  out.  Now,  what  are  you  going  to  do?  If  I  am  the 
seller  and  have  delivered  the  cotton  to  you,  I  have  got  to  go  to 
you  and  ask  you  to  get  out  that  receipt.  You  have  delivered  it  to 
somebody  else,  and  ne  has  got  to  go  to  his  bank,  maybe,  and  put 
the  "bank  to  trouble  to  get  it  out.  It  may  be  only  1  bale.  I  have 
always  claimed  that  in  those  cases  the  proper  course  to  pursue 
would  have  been  to  let  those  odd  bales  pass  as  of  the  lowest  pos- 
sible grade  to  deliver  on  a  contract,  and  it  is  then  up  to  the 
inspection  bureau  to  make  good.  Such  a  thing  would  only  be 
an  inadvertence — something  that  could  not  be  helped.  A  case 
of  fraud  would  show  up  for  itself. 

Another  member  of  the  board  of  appeals  who  favored  the  decision 
said: 

When  cotton  goes  down  to  the  dock  the  subinspector  goes 
down  there  and  classes  it.  He  will  take,  say,  40  bales,  and  he 
says  37  of  them  are  tenderable  and  3  should  be  rejected.  These 
37  bales  come  up  before  the  classification  committee  and  they 
find  there  are  2  more  bales  that  should  be  rejected.  Now,  it  is 
examined  bj^  the  committee  perhaps  a  week  or  a  month  after  the 
first  inspection,  and  they  say  there  are  2  bales  in  that  which 
should  have  been  rejected  on  account  of  being  wrongfully  classed 
as  tenderable  cotton.  They  demand  that  the  owner  of  the  cot- 
ton shall  ask  to  have  it  resampled,  and  they  go  through  the  37 
bales  and  take  out  the  2  bales  and  say,  "  Those  are  the  2  bales." 
Now,  this  man  who  had  the  37  bales  is  satisfied  with  the  3  rejec- 
tions, but  he  says  the  bureau  has  made  a  mistake,  or  the  sub- 
inspector  has  made  a  mistake;  he  is  responsible  for  it.  There  is 
a  lund  in  the  bureau  to  provide  for  the  errors,  not  only  of  the 
classification  committee,  out  also  of  the  inspecting  or  sampling 
committee.  It  is  subdivided  in  common  parlance,  but  both  are 
one  bureau  and  not  divided  in  any  respect  except  as  to  name. 
The  board  of  appeals  held  that  the  error  in  putting  in  those  2 
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bales  was  the  error  of  the  bureau,  and  that  the  bureau  should 
stand  the  necessary  cost  to  make  it  right;  that  it  was  on  them 
and  that  they  had  made  a  mistake  and  that  they  should  make 
it  good  and  not  throw  it  on  the  man  who  brought  the  cotton 
[here]  and  who  in  good  faith  delivered  the  cotton  to  somebody 
else,  and  refuse  to  give  him  a  certificate.  Technically  speaking, 
the  decision  was  that  it  was  an  error  of  the  bureau  and  that  the 
bureau  should  stand  the  consequences  rather  than  so  on  to  the 
people  who  had  taken  the  cotton  in  good  faith — tnat  was  the 
whole  of  it. 

While,  as  those  who  defend  the  ruling  of  the  board  of  appeals  con- 
tend, there  was  considerable  inconvenience  involved  in  cases  where 
the  grade  of  the  cotton  was  not  finally  established  until  the  cotton 
itself  had  gone  out  of  the  hands  of  the  original  owner,  there  can  be 
no  question  that  this  ruling  of  the  board  of  appeals  was  absolutely 
in  contravention  of  the  rules  of  the  New  York  Cotton  Exchange. 
The  rules  prescribe  in  great  detail  the  methods  of  sampling  and  clas- 
sification.    Section  101  of  the  by-laws  provides: 

That  in  cases  where  it  is  impossible  to  have  the  cotton  classed 
and  the  inspector's  certificate  of  grade  promptlv  completed  with- 
in the  time  required  for  delivery,  deliveries  of  negotiable  ware- 
house receipts,  properly  indorsed,  for  the  required  amount  of 
cotton,  shall  be  permissible  where  the  cotton  has  been  sampled 
and  weighed ;  but  no  warehouse  receipt  shall  be  tendered  which 
does  not  bear  the  inspector's  stamp  and  the  weight  of  the  cotton. 
The  inspector's  certificate  of  ^rade  shall  follow  as  soon  there- 
after as  possible,  and  no  delivery  shall  be  considered  as  com- 
pleted until  a  duly  executed  certificate  shall  have  been  delivered 
to  the  receiver,^ 

The  action  of  the  board  of  appeals  in  this  matter  was  referred  by 
the  board  of  managers  to  a  special  committee,  which  reported  under 
date  of  July  31,  1907,  in  part  as  follows: 

Your  committee  is  strongly  and  unanimously  of  the  opinion 
that  the  present  by-laws  and  rules  as  to  the  rejection  of  cotton 
by  the  classification  committee  are  a  necessity  and  should  not 
be  changed  nor  interfered  with.  In  their  view,  after  careful 
consideration  and  inquiry,  the  plan  of  making  the  assistant  in- 
spector on  the  dock  the  nrst  and  final  judge  as  to  taking  cotton, 
and  making  his  decision  bind  the  exchange,  would  be  a  most  dan- 
gerous proceeding,  and  one  which  in  the  end  would  be  almost 
certain  to  bankrupt  the  inspection  fund  and  bring  the  guaranteed 
classification  of  this  exchange  into  contempt. 

Furthermore,  the  ruling  of  the  board  of  appeals,  or  at  least  the 
principle  involved  in  it,  was  emphatically  overruled  by  counsel  for 
the  exchange.  His  opinion,  in  part,  taken  from  the  exchange  minutes, 
follows : 

Rule  7  (section  a)  provides  that  contracts  for  the  future  deliv- 
ery of  cotton-  shall  be  binding  upon  the  members  until  the  quan- 

*»  Italics  by  Bureau. 
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tity  and  qualities  of  cotton  specified  in  the  contract  shall  have 
been  delivered,  and  that  no  understanding  between  the  parties 
outside  of  the  contract  that  the  provisions  contained  in  section 
93  of  the  by-laws  are  not  to  be  fulfilled  should  be  valid.  That 
section  provides  that  the  cotton  is  to  be  delivered  in  accordance 
with  "  New  York  Cotton  Exchange  inspection  and  classiika' 
tion,^''  Rule  8,  in  which  is  contained  a  copy  of  a  transferable 
notice,  provides  for  a  delivery  both  of  the  warehouse  receipt  and 
of  an  inspector*^  certificate  of  grade. 

It  seems  to  me  clear,  from  these  provisions  of  the  by-laws  and 
rules,  that  under  no  circumstances  can  there  be  a  complete  and 
valid  delivery  under  a  contract  between  members  of  the  exchange 
until  there  has  been  furnished  a  certificate  of  grade  issued  under 
the  authority  of  the  classification  committee.  The  inspection  by 
the  assistant  inspector  is  obviously  intended  as  a  mere  pre- 
liminary to  the  inspection  by  the  committee,  upon  which  the 
certificate  of  grade  is  issued.  The  parties  themselves  could  not 
agree  (except  possibly  in  the  case  of  contracts  for  deliveries  other 
than  those  called  future  deliveries)  to  abide  by  the  decision  of 
the  assistant  inspector.  To  permit  any  such  thing  would  be 
subversive  of  one  of  the  main  purposes  of  the  exchange,  which 
is  to  keep  out  of  the  future  delivery  market  cotton  which  does 
not  come  up  to  a  certain  minimum  grade.  Section  101  is  designed 
only  to  enable  members  to  make  provisional  deliveries  in  excep- 
tional cases.  But  if  upon  subsequent  inspection  by  the  committee 
the  cotton  does  not  come  up  to  grade,  the  delivery  is  not,  within 
the  laws  of  the  exchange,  complete  or  valid  for  any  purpose; 
that  is  to  say,  the  seller  does  not  carry  out  his  contract  and  the 
buyer  has  a  right  to  call  upon  him  to  do  so.  While  in  this  way 
the  strict  letter  of  the  formal  contract,  set  forth  in  section  93,  is 
modified  by  section  101,  the  modification  is  to  the  extent  only 
that,  in  exceptional  circumstances,  a  final  delivery  is  not  made 
within  the  contract  time;  but  it  is  clear  that  a  final  delivery  of 
cotton  of  the  grades  specified  in  the  contract  at  some  time  is 
contemplated. 

Any  supposed  injurious  effect  upon  the  business  of  the  ex- 
change resulting  from  this  interpretation  can  not,  in  my  judg- 
ment, be  successfullv  urged  as  a  reason  for  disregarding  the 
bv-laws.  What  is  claimed  bv  some  to  have  been  the  universal 
custom  as  to  the  acceptance  of  cotton  when  it  had  been  inspected 
by  the  assistant  inspector  is  likewise,  for  the  same  reason, 
immaterial. 

It  follows  that  where,  upon  an  inspection  made  subsequent  to 
the  delivery  of  the  warehouse  receipts,  cotton  is  rejected  bv  the 
classification  committee,  the  seller  can  only  make  good  a  delivery 
under  his  contract  by  substituting  duly  certificated  cotton  in 
place  of  that  which  is  rejected. 

This  ruling  of  the  board  of  appeals  was  evidently  subversive  of 
the  entire  scheme  of  classification  of  the  exchange,  in  that  it  sub- 
stantially made  the  subinspectors  at  the  dock,  rather  than  the  classifi- 
cation committee,  the  final  authority  for  the  grade  of  the  cotton. 
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Any  such  interpretation  of  the  rules  was  altogether  unwarranted. 
For  instance,  the  rules  distinctly  provide  that  if  the  subinspectors  at 
the  dock  reject  cotton  which  the  owner  believes  is  entitled  to  certifi- 
cation, "the  owner  may  appeal  to  the  full  classification  committee, 
whose  decision  shall  be  final.  If  the  ruling  of  the  board  of  appeals  in 
the  case  cited,  sustaining,  as  it  did,  the  decisions  of  the  subinspectons 
at  the  dock,  should  be  indorsed,  there  would  apparently  be  no  reason 
why  the  subinspectors  should  not  be  sustained  in  their  rejections  of 
cotton  at  the  dock,  thus  denying  the  owner  any  appeal  to  the  classifi- 
cation committee.  It  can  hardly  be  doubted  that,  whatever  the  motive 
which  inspired  the  action  of  the  board  of  appeals,  the  permanent 
adoption  of  such  a  ruling  would  almost  inevitably  have  been  followed 
by  grave  abuses  affecting  the  integrity  of  the  certificate  system  of 
the  exchange. 

Effect  of  the  ruling. — ^That  this  would  be  the  natural  result  of 
the  ruling  is  clearly  shown  by  the  fact  that  only  a  few  weeks  after  the 
order  was  promulgated  the  chairman  of  the  warehouse  and  delivery 
committee  reported  to  the  president  of  the  New  York  Cotton  Ex- 
change that,  despite  precautions,  about  150  bales  of  cotton  far  below 
either  good  ordinary  or  low  middling  stained  (the  lowest  tenderable 
grades  in  white  and  stained  cotton,  respectively)  had  been  taken  by 
the  subinspectors  at  the  dock.  His  letter,  as  entered  in  the  minutes  of 
the  New  York  Cotton  Exchange,  was  as  follows: 

Hot  Springs,  Va.,  December  ^  1906. 
Mr.  Walter  Hubbard, 

President  New  York  Cotton  Exchange^  New  York. 

Dear  Sir  :  I  am  sorry  I  will  be  unable  to  attend  the  meeting  of 
the  board  on  Thursday,  and  thinking  the  members  might  want  to 
know  how  the  "  final  decision  on  the  dock "  is  working,  you 
might  read  this  letter  at  the  meeting,  if  you  think  advisable.  / 
have  been  keeping  in  close  touch  with  the  inspection  bureau  re- 
cently^ and  although  every  possible  precaution  has  been  taken^  I 
believe  about  a  hundred  and  fifty  bates  far  below  either  good  ordi- 
nary or  low  middling  stained  have  been  taken^  and  about  as  many 
more  have  been  stopped  in  time  by  Mr.  Henry  Allen  and  Mr. 
Bobbins,  who  were  instructed  by  the  warehouse  and  delivery 
committee  to  oversee  the  inspectors.  The  classification  committee 
has  been  at  a  loss  to  know  what  to  do  with  these  bales,  as  the  rules 
state  nothing  below  good  ordinary  white  and  low  middling 
stained  can  be  taken,  and  it  seems  to  me  the  warehouse  and  de- 
livery committee  should  be  instructed  by  your  board  how  to  in- 
struct the  classification  committee.  It  seems  beyond  all  reason  to 
expect  the  exchange  to  keep  a  large  force  of  regular  inspectors  in 
its%Ioy  awaitiSg  corned 

During  the  past  month  we  have  been  compelled  to  get  the  best 
outside  men  obtainable.  These  m^n  seemed  to  have  learned  th^ir 
decision  is  finals  and  in  spite  of  all  we  could  do  have  taken  cotton 
below  contract  grades.    The  inspection  fund  helps  to  pay  the 
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running  expenses  of  the  exchange  *  and  keeps  down  dues.    Why 
distribute  it  among  a  few  southern  shippers  ?  * 

Yours,  faithfully,  John  Tannor. 

Protest  of  classification  committee  against  this  ruling. — The 
members  of  the  classification  committee  of  the  New  York  Cotton  Ex- 
change, it  should  be  said,  while  obeying  this  ruling  of  the  board  of 
appeals,  did  so  under  virtual  protest.  On  the  grade  slips  for  such 
lots  of  cotton  they  entered  the  fact  that  it  was  passed  under  orders 
of  the  board  of  appeals,  their  notations  in  most  cases  distinctly  stating 
that  the  cotton  should  have  been  rejected.  These  notations  or  pro- 
tests were  in  one  of  the  following  forms: 

One  (1)  under  grade,  should  have  been  rejected.  Valued  at 
lowest  grade  called  for  on  contract  in  accordance  with  decision 
rendered  by  board  of  appeals. 

Certificate  issued  under  instructions  from  warehouse  and  de- 
livery committee  *^  at  meeting  held  March  14,  1907. 
One  (1)  bale  low  midg.  stained. 

This  protest  was  termed  by  some  members  of  the  classification  com- 
mittee their  "  declaration  of  independence."  One  member  of  the 
committee  said,  in  explanation  of  this  protest : 

The  reason  I  signed  those  slips  with  that  notation  was  to 
defend  myself  thereafter  for  callmg  cotton  grades  that  I  knew 
it  was  not. 

Another  member  of  the  committee  said : 

I  know  we  classed  in  some  cotton,  according  to  instructions, 
at  the  lowest  grade  in  the  contract,  by  orders  of  the  board  of 
appeals.  That  was  written  on  the  slip.  I  never  signed  a  slip 
for  cotton  below  grade  unless  that  was  written  on  it. 

Certification  of  a  small  quantity  of  inferior  cotton  a  seriols 
MATTER. — In  spite  of  this  protest,  however,  the  important  fact  re- 
mains that  rejectable  cotton  went  into  the  certificated  stock.  Further- 
more, the  table  on  page  42  shows  that  there  were  several  thousand 
bales  of  cotton  which,  although  perhaps  properly  graded  by  the 
standards  of  the  exchange,  were  nevertheless  extremely  low  in  grade 
and  distinctly  unsuitable  for  ordinary  spinning  purposes,  while  a 
considerable  amount  undoubtedly  was  overgraded.  There  can  be  no 
possible  doubt  that  the  presence  of  this  extremely  low  grade  and 
overgraded  cotton  in  the  New  York  stock  tended  to  discredit  the 
entire  stock.  Members  of  the  New  York  Cotton  Exchange  have 
been  disposed  to  belittle  these  facts,  on  the  ground  that  the  percentage 

«  When  the  Inspection  fund  exceeds  $75,000  the  excess  can  under  certain  con- 
ditions be  applied  to  the  general  purposes  of  the  exchange,  amounts  so  used  to 
be  restored  to  the  fund  If  needed. 

*  Italics  by  Bureau. 

*  Such  instructions  being  in  accordance  with  the  board  of  appeals  decision. 
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of  such  inferior  cotton  to  the  entire  stock  was  extremely  small. 
Some  even  contended  that  the  buyer  of  a  contract  would  be  indif- 
ferent to  the  possibility  of  receiving  some  of  this  cotton  on  a  con- 
tract. Such  a  contention  is  absurd.  There  can  be  no  possible  doubt 
that  the  presence  of  this  quantity  of  inferior,  overgraded  cot- 
ion,  even  though  small  as  compared  with  the  entire  stock,  had  a 
tendency,  so  to  speak,  to  poison  the  contract.  It  became  more  or  less 
a  lottery  as  to  how  many  bales  of  such  cotton  any  receiver  might  be 
unfortunate  enough  to  have  tendered  him  on  any  single  contract. 
His  position  was,  of  course,  the  more  dangerous  because  of  the  abso- 
lute option  of  the  seller  to  select  grades  for  the  delivery.  The  influ- 
ence of  this  cotton  would  necessarily  be  out  of  proportion  to  the 
actual  quantity  of  it  in  the  certificated  stock.  The  New  York  Cotton 
Exchange,  and  particularly  the  members  of  the  board  of  appeals 
who  advocated  this  decision,  have  little  reason  to  complain  that  the 
integrity  of  their  certificated  stock  has  been  widely  challenged.  It 
should  be  stated  that  this  action  of  the  board  of  appeals  was  appar- 
ently in  conflict  with  the  wishes  of  a  majority  of  the  exchange,  and 
that  the  practice  of  accepting  cotton  in  this  way  was  discontinued 
almost  immediately  after  a  new  management  was  elected. 

While  the  rules  of  the  New  York  Cotton  Exchange  have  thus  pro- 
vided that  no  cotton  shall  be  considered  as  finally  classed  until  passed 
upon  by  the  classification  committee,  regardless  of  the  decision  of  the 
assistant  inspectors  at  the  dock,  they  formerly  provided  that  cotton 
which  had  been  rejected  by  the  assistant  inspectors  and  subsequently 
accepted  by  the  classification  committee  should  always  be  considered 
to  be  at  least  equal  to  the  lowest  grade  called  for  by  the  contract. 
This  provision  was  contained  in  section  96  of  the  by-laws  of  the  New 
York  Cotton  Exchange,  which  formerly  read  as  follows : 

All  bales  tendered  and  submitted  for  inspection,  unless  ac- 
cepted by  the  sampler  and  assistant  inspector,  shall  be  regarded 
as  rejected,  but  the  owner  of  the  cotton  shall  be  permitted,  if  he 
so  desires,  to  submit  the  samples  of  such  rejected  bales  to  the  de- 
cision of  the  classification  committee.  If  all  or  any  of  the  samples 
shall  be  declared  by  a  majority  of  this  committee  to  be  proper 
for  delivery,  said  samples  shall  be  taken  in  charge  by  tne  in- 
spector or  assistant  inspector;  each  sample  shall  be  bound  with 
twine  and  a  tag  attached,  stating  that  it  has  been  passed  by  the 
committee,  and  it  shall  be  placed  (tied  up)  with  the  balance  of 
the  same  lot  (if  any)  ;  ana  when  a  lot  containing  such  samples 
shall  come  before  either  the  classification  committee  or  appeal 
committee  on  classification  for  classification^  snch  samples  shall 
he  considered  to  he  at  least  equal  to  the  lowest  grade  called  for 
hy  the  contract.^ 

There  shall  be  no  appeal  on  rejected  cotton  from  the  decision 
of  the  classification  committee,  either  by  the  owner  of  the  cotton 
or  by  any  other  party. 

« Italics  by  Bureau. 
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The  last  two  clauses  of  the  first  paragraph  of  this  section — that  is, 
the  words  from  "  each  sample  "  to  "  contract,"  inclusive — were 
stricken  out  by  vote  of  the  members  of  the  exchange,  the  change 
taking  effect  on  September  7,  1907. 

Section  7.  More  rigid  classification  of  cotton  under  the  subsequent  man- 
agement of  the  exchange. 

From  what  has  already  been  said,  it  is  clear  that  the  classification 
of  the  inspection  bureau  has  been  more  rigid  since  its  reorganization 
in  1907  than  it  formerly  was.  Although  members  of  the  classification 
conmiittee  asserted  that  they  had  not  consciously  raised  their  ideas  of 
classification,  the  abnormally  heavy  rejections  of  cotton  previously 
certificated,  discussed  in  section  5,  are  conclusive  evidence  of  a  more 
rigid  classification.  Moreover,  it  was  asserted  by  various  shippers  of 
cotton  to  the  New  York  market  that  the  classification  was  more  rigid 
in  the  latter  part  of  the  crop  year  1906-7  than  in  the  earlier  part. 

A  cotton  exporter  of  Savannah,  in  June,  1907,  said  on  this  point, 
in  substance: 

Previous  to  the  last  four  or  five  months  their  contracts  [that 
is.  New  York  contracts]  were  not  what  I  would  consider  good. 
If  a  man  taking  up  cotton  on  contract  bought  futures  and  de- 
manded the  cotton,  he  would  not  get  what  he  paid  for.  Last  No- 
vember I  delivered  quite  a  little  cotton  on  contract  in  New  York, 
and  I  made  the  remark  to  my  shipper  that  there  would  be  quite  a 
number  of  rejections.  After  the  cotton  was  delivered  (about  800 
bales) — we  had  only  7  bales  rejected — a  lot  of  punky  stuff;  and 
not  a  bale  of  this  cotton  would  have  passed  the  New  Orleans 
classification,  and  verv  little  of  it  would  have  passed  in  Liver- 
pool, in  my  opinion.  It  was  low-grade,  unsalable  stuff — ^stuff  that 
we  do  not  run  in  our  regular  snipping  marks  at  all.  ♦  *  * 
Since  then  they  have  gone  to  the  otner  extreme,  right  the  other 
way.  They  were  too  liberal  in  the  seller's  favor;  now  they  are 
just  that  much  too  hard,  and  anything  that  has  been  delivered  on 
contract  during  the  past  three  or  four  months  is  worth  the  money, 
and  more,  too.  One  reason  which  may  account  for  the  change  is 
that  Mr.  Price  has  been  getting  after  them,  and  another  reason  is 
that  the  South  was  full  of  low  grades  and  they  stiffened  up  to 
keep  this  low-grade  cotton  from  coming  there  on  contract. 

A  member  of  the  New  York  Cotton  Exchange  also  expressed  the 
opinion  that  the  committee  was  distinctly  more  rigid  than  it  formerly 
had  been.    He  said,  in  substance : 

I  am  inclined  to  think  that  it  was  more  rigid.  Naturally, 
they  had  seen  nothing  but  low-grade  cotton  for  months  and 
months,  and  it  is  only  human  nature  that  they  should  have 
become  a  little  more  rigid,  especially  with  the  injunction  pro- 
ceedings goin^  on  here.  They  were  scared,  and  I  think  they 
were  more  rigid  in  their  classing  than  they  have  ever  been. 
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In  this  connection,  it  may  be  noted  that  in  the  summer  of  1907 
some  30,000  bales  of  cotton  were  shipped  from  Liverpool  to  New 
York  to  be  delivered  on  contract,  owing  to  a  squeeze  then  existing 
in  the  New  York  market.  A  member  of  the  New  York  Cotton  Ex- 
change who  received  some  of  this  cotton  said  that  in  his  opinion  there 
were  in  this  total  of  30,000  bales  several  thousand  bales  which  had 
previously  been  in  the  New  York  certificated  stock.  Of  this  cotton 
a  considerable  portion,  he  stated,  was  rejected  by  the  classification 
committee.  He  himself  had  received  over  2,000  bales  of  the  cotton, 
of  which  something,  like  1,000  bales  had,. he  said,  previously  been 
certificated  in  New  York.  Of  that  thousand  bales,  at  least  half,  he 
stated,  were  rejected  when  resubmitted  for  classification  in  New  York 
in  1907.  This  member  of  the  exchange  expressed  the  further  opinion 
that  the  committee,  instead  of  being  too  lax  in  its  classification  in 
the  early  part  of  1907  and  previously,  was  in  the  latter  part  of  1907 
too  rigid. 


CHAPTER  II. 

AIIiEOED  SEVEBITY  OF  NEW  OBLEANS  GLASSIFIGATION. 
Section  1.  Oeneral  charge  of  undue  severity. 

In  contrast  with  the  complaints  above  recited,  that  the  classifica- 
tion by  the  inspection  bureau  of  the  New  York  Cotton  Exchange  is 
too  lax,  the  charge  has  been  made  that  in  New  Orleans  classifications 
by  arbitrators  as  conducted  in  connection  with  the  application  of 
grade  differences  are  unduly  severe.  Numerous  complaints  of  this 
character  were  made  by  members  of  the  New  York  Cotton  Exchange, 
some  of  whom  had  shipped  cotton  from  the  New  York  certificated 
stock  to  New  Orleans  for  delivery  on  contract  in  that  market.  Many 
of  these  complaints  were  really  based  on  nothing  more  than  hearsay, 
comparatively  few  merchants  in  New  York  having  shipped  cotton 
to  New  Orleans  for  delivery  on  contract  in  recent  years.  Complaints 
of  the  same  nature  were,  however,  made  to  agents  of  the  Bureau  by 
merchants  in  the  cotton  belt,  several  of  whom  severely  condemned 
the  New  Orleans  basis  of  classification.  Furthermore,  the  same 
opinion  was  expressed  by  some  members  of  the  New  Orleans  Cotton 
Exchange  itself.  The  following  statements  on  this  point  are  repre- 
sentative : 

A  merchant  of  Memphis,  Tenn.,  said,  in  substance : 

Theoretically,  New  Orleans  adopts  the  same  general  classifica- 
tion as  New  York,  but  in  practice  the  grading  in  New  Orleans 
is  much  closer  than  in  New  York  and  is  much  less  fair  to  the 
seller  than  is  the  New  York  grading.  It  is  undoubtedly  true 
that  the  seller  has  some  advantage  in  the  New  York  classifica- 
tion, but  it  is  not  equal  to  the  unfair  advantage  given  to  the 
buver  in  the  New  Orleans  classification.  New  York  is  a  seller's 
market;  New  Orleans  is  a  buyer's  market.  Putting  this  in 
another  way:  The  New  York  exchange  is  the  farmer's  friend 
and  the  New  Orleans  exchange  is  the  spinner's  friend." 

An  exporter  in  New  Orleans  said,  in  substance: 

The  classification  of  cotton  in  this  market,  if  anything,  is  too 
severe.  This  tends  to  discourage  deliveries  of  cotton  on  contract. 
The  other  side  of  the  matter  is  that  a  market  in  which  it  is  easy 
to  deliver  cotton  is  a  bear  market. 

Another  merchant  in  New  Orleans  said,  in  substance : 

The  holder  of  cotton  who  proposes  to  deliver  it  upon  contract 
in  a  year  like  this  [1906-7]  will  find  the  New  York  market  the 
most  desirable  in  the  world.     On  the  other  hand,  the  purchaser 


«See  page  170. 
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of  cotton  who  wishes  to  receive  as  high  grade  as  possible  would 
seek  the  New  Orleans  market.  While  the  grades  in  New  Orleans 
and  New  York  are  nominally  the  same,  it  is  a  fact  that  the 
grading  in  the  New  Orleans  market  is  usually  much  closer  than 
m  New  York;  that  what  would  pass  on  a  grade  in  the  latter 
market  might  be  rejected  here. 

A  cotton  merchant  of  Mississippi  said  that  he  was  a  member  of 
both  the  New  Orleans  and  the  New  York  cotton  exchanges  and 
had  had  business  dealings  in  both.  He  declared  that  the  New  York 
contract,  with  perhaps  the  single  exception  of  the  abnormal  year 
1906-7,  had  been  a  fairer  and  better  contract  than  that  of  the  New 
Orleans  Cotton  Exchange.  While  it  was  charged  by  some  that  New 
York  accepts  the  delivery  of  cotton  which  is  not  spinnable,  he  stated 
that  it  is  absolutely  certain  that  the  New  Orleans  arbitrators  fre- 
quently reject  cotton  that  is  spinnable. 

In  considering  these  complaints  it  should  be  remembered  that  the 
natural  disposition  of  sellers  is  to  force  cotton  through  contract  de- 
livery which  is  hardly  up  to  the  contract  limit,  and  that  complaints 
of  such  deliverers  may  be  prejudiced.  The  ordinary  deliverer  of 
cotton  on  contract  would  be  disposed  to  criticise  adversely  any  arbi- 
trations except  those  which  were  distinctly  liberal  to  his  cotton. 

Section   2.   CSharge  that   arbitrators   in   New   Orleans   are   improperly 
influenced. 

The  charge  was  frequently  made  that  the  classification  of  the  New 
Orleans  market  was  to  a  considerable  extent  controlled  by  a  few 
large  receivers  in  that  market,  and  that  the  position  of  these  interests 
largely  determined  whether  certain  grades  of  cotton  would  be  ac- 
cepted on  contract  or  not.  A  statement  to  this  effect  was  made  by  a 
member  of  the  New  York  Cotton  Exchange,  as  follows : 

In  New  Orleans  and  in  Liverpool  the  classification  depends 
upon  whether  the  man  who  receives  the  cotton  wants  to  receive 
it  or  does  not  want  to  receive  it.  I  mean,  if  a  bull  wants  to  have 
the  cotton  that  he  has  bought,  why,  you  can  deliver  him  any- 
thing. If  he  does  not  want  that  cotton  which  he  has  bought, 
he  has  a  means  of  rejecting  almost  every  bale.  *  *  *  When 
the  broker  gets  the  order  From  the  party  who  is  to  receive  that 
cotton,  he  will  say,  "  Look  here ;  I  am  not  very  anxious  to  get  all 
that  cotton,  so  reject  as  much  as  you  can ;"  and  the  orders  will  be 
given  to  the  men  at  the  scales,  and  it  sometimes  came  to  blows 
there.  I  do  not  know  whether  that  is  the  custom  in  New  Orleans, 
but  that  was  the  [former]  custom  here  [New  York].  New  Or- 
leans has  the  same  system  at  present. 

Q.  Under  the  New  Orleans  system  the  arbitrators  are  chosen 
by  lot  and  are  not  supposed  to  know  anything  as  to  who  is  deliv- 
ing  or  receiving  the  cotton.  Can  you  tell  us  anything  about 
this? — A.  You  know  it  is  an  open  secret  that  in  the  New  Orleans 
market  there  are,  as  a  rule,  a  few  prominent  men  who  receive  the 
cotton.    Even  if  I  did  not  know  whose  lot  I  was  classing,  if  I 
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was  one  of  the  arbitrators  I  could  guess  who  was  receiving  the 
cotton. 

Q.  Do  you  think  that  the  arbitrators  in  New  Orleans  are  sub- 
servient to  such  large  interests? — A.  I  would  not  make  that 
intimation;  no,  I  would  not  make  that  statement.  I  only  claim 
that  the  system  here  in  New  York,  where  there  are  men  employed 
by  the  year  working  on  a  salary  and  nothing  else — that  those 
men  will  give  better  service  than  men  employed  otherwise. 

It  will  be  seen  that  the  above  charge  is  vague  and  indefinite;  and 
while  it  undoubtedly  expresses  a  belief  that  is  very  general  among 
opponents  of  the  New  Orleans  method  of  conducting  business  it  does 
not  rest  upon  a  sufficiently  definite  foundation  to  permit  serious 
discussion. 

Out  of  the  vast  amount  of  condemnation  of  the  New  Orleans  sys- 
tem, comparatively  few  specific  instances  of  alleged  intentional  im- 
proper classification  were  submitted  to  agents  of  the  Bureau. 

An  instance  repeatedly  referred  to  as  a  striking  illustration  of  im- 
proper classification  at  New  Orleans  is  that  of  a  shipment  of  about 
1,000  bales  of  cotton  to  that  market  in  the  summer  of  1906.  This 
incident  has  already  been  discussed  in  considerable  detail  in  Chapter 
VIII  of  Part  I  of  this  report  on  account  of  its  direct  relation  to  the 
question  of  differences."  It  w^ill  be  recalled  that  the  shippers  of  this 
cotton  stated  that  they  had  engaged  an  expert  from  New  Orleans,  fa- 
miliar with  the  character  of  cotton  accepted  on  contract  deliveries  in 
that  market,  to  come  to  New  York  to  select  from  the  New  York  stock 
.such  cotton  as  in  his  opinion  would  be  most  likely  to  pass  in  New  Or- 
leans. They  paid  this  expert  $500  or  $600  for  his  services.  The  ship- 
pers stated  that  they  took  particular  pains  to  ship  as  nearly  as  possi- 
ble a  quality  of  cotton  on  which  they  thought  there  could  be  no  de- 
cided change  in  differences  before  its  arrival  in  New  Orleans,  but 
that  before  it  reached  that  market  there  was  a  change  in  the  differ- 
ences against  them,  and,  furthermore,  that  when  they  attempted 
to  deliver  the  cotton  several  hundred  bales  of  it  were  promptly  re- 
jected. The  change  in  differences  at  this  time  has  been  discussed  and 
need  not  again  be  referred  to.  It  is  significant,  however,  that  out  of 
a  shipment  barely  exceeding  1,000  bales  of  cotton  which,  according 
to  the  statement  of  the  shippers,  had  been  selected  with  a  view  to 
tendering  in  New  Orleans  a  considerable  portion — several  hundred 
bales — was  rejected  or  withdrawn. 

It  was  stated  by  receivers  of  this  cotton  that  it  was  not  merchant- 
able within  the  rules  of  the  New  Orleans  Cotton  Exchange.  One  of 
the  receivers  stated  that  out  of  300  bales  tendered  him  only  73  were 
accepted.    His  statement  on  this  point  [in  June,  1907]  was  as  follows : 

Q.  Have  you  any  documentary  evidence  as  to  the  quality  of  the 
cotton  at  New  York? — A.  No,  sir.    Last  July  New  York  shipped 

«  See  pages  295-302  of  Part  I. 
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considerable  cotton  here  for  tender  on  July  delivery,  some  of 
which  I  rejected.® 

Q.  Were  you  sustained  ? — A.  Yes,  sir.  They  were  glad  to  take 
their  cotton  back.    Out  of  300  bales  I  took  73. 

Q.  What  was  the  particular  fault  with  this  cotton  ? — ^A.  Heav- 
ily sandy  and  very  red. 

Q.  Was  there  any  perished  or  rotten  staple? — A.  None.  It 
was  red  cotton  and  very  sandy. 

Q.  How  much  sand  did  New  Orleans  permit? — A.  The  rule 
provides  that  when  cotton  is  affected  more  than  one-eighth  of  a 
cent  by  sand  and  dust  it  is  rejectable.  Individually,  I  claim  that 
when  you  can  see  sand  it  is  affected. 

Another  factor  in  New  Orleans  who  handled  some  of  this  cotton 
said : 

I  believe  they  culled  out  1,000  of  the  best  bales  they  could  find 
there  and  shipped  them  here,  but  they  could  not  deliver  more 
than  600  bales.  It  was  red,  stained  cotton — trashy,  short  staple, 
and  showed  sand  and  dust.  It  was  just  that  rexuse  which  the 
mills  did  not  want  and  nobody  else  wanted.  *  *  *  I  re- 
ceived 200  bales  of  that  cotton  myself. 

In  attempting  to  arrive  at  a  just  conclusion  in  this  case,  it  is  im- 
portant to  recall  that  the  shippers  themselves  admitted  that,  out  of 
this  consignment  of  only  1,000  bales,  there  were  about  150  bales  of 
the  rejected  cotton  which  they  could  not  sell  in  the  spot  market  in 
Xew  Orleans.  The  statement  of  one  of  the  shippers  on  this  point 
has  already  been  given  in  Part  I.^ 

The  New  Orleans  broker  who  classed  this  cotton  in  New  York 
for  the  shipper  made  the  following  statement: 

This  cotton  consisted  of  1,003  bales  shipped  from  the  New 
York  certificated  stock.  *  ♦  *  j  fir^t  selected  certificates, 
and,  judging  from  the  certificates,  I  selected  samples  by  marks 
as  found  in  the  certificates.  I  selected  such  cotton  as  I  thought 
would  pass  here  on  contract,  stipulating,  however,  that  the  bales 
themselves  must  truly  represent  the  samples.^ 

Of  all  the  selections  made  I  told  Mr.  [the  shipper] 

that  from  10  to  12  per  cent  would  probably  not  deliver.  I  could 
not  split  the  certificates  in  New  York  for  the  reason  that  to  re- 
sample  at  the  warehouse  would  be  too  costly. 

As  soon  as  it  was  found  out  in  New  Orleans  that  this  cotton 
from  New  York  was  for  contract  delivery  the  entire  exchange 
was  prejudiced  against  it,  and  it  is  my  firm  belief  that  if  that 
cotton  had  been  taken  from  a  warehouse  here,  without  it  being 
known  that  it  came  from  New  York,  there  would  have  been  no 
trouble.    *    *    * 

About  150  bales  of  this  cotton  were  not  submitted  for  classifi- 
cation in  New  Orleans  because  I  did  not  believe  they  would  pass 

<"  Apparently  meaning  "  protested." 
*  See  page  296,  Part  I. 

^'It  wiU  be  remembered  that  New  York  certificates  do  not  identify  Individual 
bales. 
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on  contract  here.  My  recollection  is  that  about  700  bales  were 
delivered.  Most  of  this  cotton  was  settled  on  arbitration  with- 
out appeal. 

*  *****  * 

When  I  selected  the  1,003  bales  in  New  York  I  went  through 
certificates  representing  4,000  or  5,000  bales.  In  the  3,000  or 
4,000  bales  that  I  did  not  think  would  pass  here  I  found  some 
that  I  did  not  consider  cotton  at  all;  it  was  very  bad  stuff;  it 
was  weak  and  deeply  stained.  I  did  not  consider  that  the  3,000 
or  4,000  bales  above  mentioned  would  pass  on  contract  here,  on 
account  of  the  sand  and  color. 

It  will  be  recalled  that  the  shippers  of  this  cotton,  although  they 
went  to  an  expense  of  several  hundred  dollars  to  select  only  about 
1,000  bales  of  cotton  for  shipment  to  New  Orleans,  did  not  take  the 
trouble  to  break  lots,  but  shipped  lots  which  admittedly  contained  cot- 
ton of  a  character  which  might  very  properly  be  excluded  under  the 
rules  of  the  New  Orleans  Cotton  Exchange.  To  this  extent,  therefore, 
the  rejection  of  such  cotton,  instead  of  being  a  reason  for  condemning 
the  New  Orleans  arbitrations,  is  really  an  indorsement  of  such  arbi- 
trations. 

Another  specific  complaint  of  improper  classification  in  the  New 
Orleans  market  relates  to  a  shipment  of  cotton  there  during  the  cor- 
ner of  1903  by  a  large  cotton  firm,  members  of  the  New  York  Cotton 
Exchange.  It  was  asserted  by  several  members  of  that  exchange  that 
this  cotton  was  of  very  high  grade,  either  strict  middling  or  above. 
The  Bureau  made  particular  efforts  to  ascertain  the  character  of 
this  cotton,  but  the  parties  interested  in  the  transaction  were  unable 
to  furnish  specific  details. 

The  records  of  the  New  Orleans  Cotton  Exchange  upon  the  arbi- 
tration of  this  cotton  were  examined,  and  it  was  found  that  out  of 
9,651  bales  identified  575  were  rejected  and  9,076  accepted. 

It  was  claimed  by  some  members  of  the  New  York  Cotton  Exchange 
that  most  of  the  rejections  in  this  case  were  on  account  of  sand,  and  in 
this  connection  they  asserted  that  it  was  ridiculous  to  argue  that  cot- 
ton of  such  high  grade  as  that  in  question  could  contain  much  sand. 
Members  of  the  New  Orleans  Cotton  Exchange,  on  the  other  hand, 
contended  that  sand  might  be  found  in  the  very  best  grades  of  cotton. 
That  the  bulk  of  this  cotton  was  of  high  grade  is  clearly  shown  from 
the  records  of  the  New  Orleans  Cotton  Exchange,  which,  without  in- 
dicating the  exact  gi*ade,  show  that  a  great  deal  of  this  cotton  was 
taken  at  differences  of  one-half  to  five-eighths  cent  on  middling. 
Comparatively  little  of  the  cotton,  moreover,  was  below  middling. 

Owing  to  the  lapse  of  time,  it  is  practically  impossible  to  pass  in- 
telligently upon  the  merits  of  the  controversy  as  to  the  case  in  1903. 
In  view  of  the  severe  corner  then  being  run  it  would  not  be  surpris- 
ing if  both  parties  to  the  transaction  had  endeavored  to  strain  their 
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rights.  Obviously,  it  would  be  to  the  immediate  interest  of  those 
parties  running  the  corner  to  exclude  as  much  cotton  from  the  privi- 
lege of  contract  tender  as  possible,  and  it  may  easily  be  that  an  at- 
tempt was  made  to  reject  cotton  which  was  properly  deliverable.  On 
the  other  hand,  conclusive  proof  that  this  was  the  case  was  not  pre- 
sented by  those  condemning  the  action  of  the  arbitrators  at  this  time. 
It  is  not  contended  that  the  New  Orleans  system  has  invariably 
worked  i>erfectly.  On  the  contrary,  as  shown  in  Part  I  in  the  discus- 
sion of  differences,  there  have  been  occasions  when  the  system  unques- 
tionably has  not  worked  well.  It  should  be  repeated,  however,  that 
in  spite  of  a  vast  amount  of  general  accusation  and  complaint  against 
the  system  very  few  specific  instances  of  alleged  abuse  were  found, 
OH  careful  investigation,  to  be  supported.  The  fundamental  principle 
of  the  system,  moreover,  is  sound  and  equitable. 

Seetion  3.  Comparison  of  New  Orleana  and  New  York  rules  governing 
classiflcation. 

Undoubtedly  a  great  deal  of  the  dissatisfaction  existing  over  classi- 
fication in  either  the  New  Orleans  or  the  New  York  market  is  due 
to  a  decided  difference  in  the  rules  of  the  two  exchanges,  which  is  not 
clearly  appreciated  by  those  making  such  complaints.  To  this  extent, 
of  course,  complaints  are  not  necessarily  an  indication  of  improper 
classification.  Although  the  range  of  grades  deliverable  on  contract, 
as  shown  in  the  printed  forms  of  contracts  given  on  pages  60-62  of 
Part  I,  appears  to  be  substantially  the  same,  there  is,  in  fact,  a  great 
difference.  Thus,  the  contract  of  the  New  York  Cotton  Exchange 
prior  to  January  1,  1908,  provided: 

The  cotton  to  be  of  any  grade  from  good  ordinary  to  fair, 
inclusive,  and  if  tinged  or  stained,  not  below  low  middling 
stained*  (New  York  Cotton  Exchange  inspection  and  classi- 
fication). 

The  New  Orleans  contract  provides : 

The  cotton  to  be  of  any  grade  from  good  ordinary  (fair  color) 
to  fair,  inclusive,  and  if  stained,  not  below  low  middling. 

But,  as  already  noted,  the  New  Orleans  contract  contains  this  fur- 
ther very  important  clause : 

It  is  distinctly  understood  and  agreed  that  no  cotton  shall 
be  tendered  or  received  under  this  contract  of  a  less  market  value 
than  good  ordinary  (fair  color),  and  that  the  receiver  shall  have 
the  right  to  refuse  all  sandy,  dusty,  red,  or  gin-cut  cotton ;  dusty 
cotton  being  defined  under  this  contract  as  cotton  lessened  in 
value  more  than  one-eighth  of  a  cent  per  pound  by  reason  of 

<>  Since  April  1,  1908,  the  limit  in  discolored  cotton  has  been  middling  stained. 
Low  middling  tinged,  however,  which  takes  a  greater  diiference  "  oS  "  middling 
than  does  middling  stained,  is  still  deliverable. 


78  COTTON   EXCHANGES CLASSIFICATION   OF   COTTON. 

dust;  sandy  cotton  being  defined  under  this  contract  as  cotton 
containing  more  than  1  per  cent  of  sand. 

New  Orleans  rule  regarding  irregular  cotton. — Secretary  Henry 
G.  Hester,  of  the  New  Orleans  Cotton  Exchange,  particularly  em- 
phasized the  clauses  in  the  contract  which  provide  that  no  cotton 
tendered  shall  be  of  a  less  market  value  than  good  ordinary,  fair  color. 
He  further  said,  in  connection  with  charges  of  irregular  classifications 
in  the  New  Orleans  market: 

It  may  occur  and  sometimes  does  occur  that  a  tender  of  irregu- 
lar cotton  is  passed  by  the  arbitration  committee  on  classifica- 
tion *  because  it  falls  within  the  value  limit  prescribed  by  the 
contract;  and  yet  this  same  cotton  may  be  tendered  a  month 
hence  on  contract  and  all  of  it  be  rejected  by  the  same  com- 
mittee, for  the  reason  that  there  may  have  been  accumulated  such 
an  abundance  of  irregular  cotton,  or  for  other  causes,  as,  for  in- 
stance, that  the  value  has  declined  to  a  point  below  the  limit  per- 
mitted in  the  contract. 

This  may  at  first  thought  appear  to  be  improper  and  unfair, 
but  when  the  value  limit  placed  m  the  contract  is  taken  into  con- 
sideration it  must  be  admitted  that  it  is  fair  and  that  to  pursue  a 
course  which  would  permit  the  delivery  of  cotton  below  tne  value 
limit  would  be  unfair. 

These  provisions  in  the  New  Orleans  contract  excluding  grades 
of  less  value  than  good  ordinary  and  providing  for  the  rejection  of 
red  cotton  should  be  borne  in  mind  in  comparing  the  classification  at 
New  Orleans  with  that  at  New  York  and  in  considering  complaints 
against  the  New  Orleans  classification.  For  a  long  time  the  New- 
York  Cotton  Exchange  permitted  the  delivery  of  cotton  which  was 
more  highly  discolored  than  that  deliverable  under  the  rules  of  the 
New  Orleans  Cotton  Exchange.  The  stained  cottons  formerly  deliv- 
erable under  the  New  York  contract  included  cotton  which  was 
decidedly  reddish,  or,  as  it  is  known  in  the  trade,  of  a  "  foxy  "  color. 
Such  cotton  is  not  t^nderable  under  the  rules  of  the  New  Orleans 
Cotton  Exchange.  The  provision  that  no  cotton  shall  be  tenderable 
in  New  Orleans  which  has  a  less  market  value  than  good  ordinary 
cotton  of  fair  color,  if  applied  on  the  New  York  contract,  would  in 
recent  vears  have  resulted  in  the  exclusion  of  several  of  the  extremelv 
low  grades  which  have  been  deliverable  in  that  market,  particularly 
strict  low  middling  stained,  fully  low  middling  stained,  and  low 
middling  stained.  By  reference  to  the  table  on  pages  184-185  of 
Part  I  it  will  be  seen  that  the  differences  off  for  these  grades  have  in 
recent  years  usually  been  greater  than  the  difference  off  for  good 
ordinary,  so  that  had  the  New  York  Cotton  Exchange  inserted  in  its' 
contriict  Ji  clause  similar  to  that  in  the  New  Orleans  contract  such  a 


«  Meaning  arbitrators  chosen  from  that  committee. 
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rule  would  have  excluded  from  contract  delivery  practically  all  the 
stained  grades  under  barely  middling  stained.  It  should  be  noted, 
however,  that,  as  shown  in  Chapter  II  of  Part  I,  the  New  York 
Cotton  Exchange  has  recently  eliminated  three  of  the  lowest  grades 
formerly  deliverable  on  contract  in  that  market,  namely,  low  middling 
stained,  strict  good  ordinary  tinged,  and  strict  low  middling  stained, 
as  well  as  the  intermediate  quarter  grades,  so  that  the  rules  of  the 
two  exchanges  are  now  less  divergent  in  this  respect.  No  stained 
cotton  under  middling  stained  and  no  tinged  cotton  under  low  mid- 
dling tinged  is  now  deliverable  at  New  York.  In  New  Orleans,  as 
just  shown,  the  limit  is  low  middling  stained,  but  on  account  of  the 
"  good-ordinary  "  clause  and  the  rigid  classification  at  New  Orleans 
the  limits  for  the  two  markets  are  not  widely  different. 

GiN-CLT  COTTON. — The  New  Orleans  Cotton  Exchange  distinctly 
provides  for  the  rejection  of  gin-cut  cotton.  In  the  body  of  the  con- 
tract itself  is  a  clause  to  the  effect  that  "  the  receiver  shall  have  the 
right  to  refuse  all  sandy,  dusty,  red,  or  gin-cut  cotton." 

The  New  York  Cotton  Exchange,  on  the  other  hand,  permits  the 
delivery  on  contract  of  gin-cut  cotton,  subject  to  a  penalty.  Prior  to 
January  1,  1908,  the  by-laws  provided  that  "  gin-cut  shall  be  taken 
into  consideration  in  determining  the  grade  of  cotton,  the  deduction 
for  it  to  be  a  quarter  of  a  grade  or  more,  according  to  the  extent  of 
gin  cutting." 

Kule  11  of  the  New  York  exchange  formerly  contained  the  addi- 
tional provision  that : 

Gin-cut  cotton,  where  the  extent  of  gin  cutting  is  such  as  to  re- 
duce the  value  of  the  cotton  more  than  one-half  a  grade  below 
what  it  otherwise  would  be,  shall  be  considered  as  unmerchanta- 
ble and  shall  not  be  accepted  by  inspectors  in  examining  and 
sampling  inspected  cotton. 

It  will  thus  be  seen  that  prior  to  January  1,  1908,  gin-cut  cotton 
was  deliverable  on  contract  in  New  York,  provided  the  gin  cutting 
was  not  such  as  to  reduce  the  value  more  than  one-half  grade  below 
what  it  otherwise  would  be. 

An  amendment  to  the  by-laws,  adopted  January  23,  1907,  effective 
for  contracts  for  deliveiy  in  January,  1908,  and  thereafter,  contains 
the  following  clause : 

In  determining  the  grades  of  cotton  submitted  to  the  classifica- 
tion committee  or  to  the  appeal  committee  on  classification,  sand, 
dirt,  and  gin  cut  shall  be  taken  into  account,  the  deduction  for 
gin  cutting  to  be  a  half  grade  or  more,  according  to  its  extent. 

This  provision,  it  will  be  seen,  abolished  the  previous  limit  with 
respect  to  gin  cut  and  permits  the  delivery  of  gin-cut  cotton  on  con- 
tract, making  allowance  for  gin  cutting  in  the  manner  described. 
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The  New  York  classification  is,  therefore,  decidedly  more  lenient 
in  this  respect  than  the  New  Orleans  classification.  Gin-cut  cotton, 
it  may  be  noted,  is  cotton  which  has  been  badly  cut  and  tangled  up  in 
the  gin,  so  that  there  is  an  undue  amount  of  waste  on  account  of  dam- 
aged staple. 

Sandy  cotton. — It  is  charged  that  the  New  York  Cotton  Exchange 
is  also  decidedly  more  lax  than  the  New  Orleans  exchange  in  its 
classification  of  sandy  cotton.  The  New  Orleans  contract  provides 
that  cotton  shall  be  rejected  for  contract  purposes  if  it  contains  more 
than  1  per  cent  of  sand.  Substantially  the  same  provision  was  for- 
merly contained  in  rule  11  of  the  New  York  Cotton  Exchange,  which 
provided  that : 

Fraudulently  packed  cotton  and  bales  which  have  in  them  over 
5  pounds  of  sand,  seed,  or  gin  fall  shall  be  rejected  and  not  be  de- 
liverable upon  spot  sale  nor  accepted  by  the  inspectors  in  exam- 
ining and  sampling  inspected  cotton. 

Assuming  the  average  weight  of  a  bale  of  cotton  to  be  500  pounds, 
it  will  be  seen  that  this  provision  was  equivalent  to  that  at  New  Or- 
leans providing  for  the  rejection  of  cotton  containing  more  than  1 
per  cent  of  sand.  This  rule  of  the  New  York  Cotton  Exchange,  how- 
ever, was  changed,  effective  May  31,  1906,  by  eliminating  the  sentence 
just  quoted  and  substituting  several  amendments.  The  provision  in 
the  amended  rule  relating  to  sand  reads  as  follows: 

Bales  which,  in  the  opinion  of  the  classification  committee, 
show  sufficient  sand  or  dirt  to  make  the  grades  tendered  unmer- 
chantable, shall  be  rejected. 

It  will  be  seen,  therefore,  that  the  New  York  Cotton  Exchange  has 
abandoned  any  specific  provision  defining  the  basis  for  the  rejection 
of  sandy  cotton  and  now  leaves  this  matter  to  the  discretion  of  the 
classification  committee. 

In  this  connection,  it  should  be  noted  that  some  southern  shippers 
of  cotton  to  the  New  York  market  had  contended  that  the  inspection 
bureau  of  the  New  York  exchange  had  been  too  rigid  in  its  treatment 
of  sandy  cotton,  especially  in  the  season  of  1905-6.  Following  is  a 
letter  from  the  president  of  the  Norfolk  and  Portsmouth  Cotton  Ex- 
change to  the  president  of  the  New  York  Cotton  Exchange  on  this 
subject : 

Norfolk  and  Portsmouth  Cotton  Exchange, 

Norfolk^  Va.,  April  P,  1906. 
Walter  C.  Hubbard,  Esq., 

President  New  York  Cotton  Exchange^ 

New  York  City. 

Dear  Sir  :  I  have  been  instructed  by  the  directors  of  the  Nor- 
folk and  Portsmouth  Cotton  Exchange  to  bring  to  the  attention 
of  your  exchange  the  recent  radical  change  in  the  treatment  of 
cotton  teiid^r^d  in  New  York  for  certification.    Almost  all  of 
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our  merchants  have  for  years  past,  at  various  times,  offered  cot- 
ton in  Xew  York  for  certification,  and  while,  from  time  to  time, 
there  have  been  some  instances  when  the  shipper  considered  that 
his  cotton  was  not  given  all  that  was  its  due,  there  has  been  no 
continued  action  by  your  exchange  which  our  members  consid- 
ered hurtful  to  their  interests. 

It  appears  that  the  clause  referring  to  5  pounds  of  sand,  gin 
fall,  or  seed  in  a  bale  of  cotton,  which  years  ago  was  intended 
to  cover  bales  in  which  pockets  of  sand,  gin  fall,  or  seed  were 
found  where  the  quantity  was  too  large  to  be  removed,  is  now 
interpreted  to  mean  that  a  trace  of  sand  which  may  amount  to 
5  pounds  in  a  bale  of  cotton  causes  that  bale  to  be  considered  un- 
merchantable. The  result  of  this  is  that  cotton  which  is  mer- 
chantable in  this  exchange  and  all  the  near-by  markets  is  to-day 
being  condemned  as  unmerchantable  by  your  exchange,  to  the 
great  hurt  of  practically  all  cotton  raised  in  the  two  Carolinas, 
which  is  the  country  tributary  to  this  market. 

It  is  the  opinion  of  our  members  that  cotton  which  is  con- 
sidered merchantable  and  is  tenderable  here  and  in  any  one  of 
the  three  large  European  markets,  namely,  Liverpool,  Bremen, 
or  Havre,  should  be  considered  merchantable  by  the  chief  ex- 
change in  the  United  States, 

It  IS  thought  that  in  all  the  cotton  raised  on  the  uplands  of 
the  Atlantic  States,  which  comprise  the  major  portion  of  the 
land  under  cultivation  for  cotton  in  those  States,  would  be 
found,  if  it  could  be  correctly  ascertained,  at  least  5  pounds  of 
sand  and  dirt  distributed  throughout  the  bale,  so  that  if  the 
matter  were  carefully  ascertained  the  fact  would  be  that  the 
New  York  Exchange  would  condemn  as  unmerchantable  nearly 
the  entire  crop  of  the  States  mentioned.  Our  members  are  con- 
fident that  the  New  York  Exchange  has  no  desire  to  take  a  stand 
of  this  sort  and  that  the  rule  now  in  existence,  which  was  meant 
to  cover  what  is  known  as  sand-packs,  has  been  given  a  different 
interpretation  from  what  was  originally  intended  by  its  framers, 
and  should  be  repealed  or  changed  to  conform  with  the  reason- 
able necessities  of  the  case. 

A  slight  investigation  among  the  mills  usin^  American  cotton 
Would  develop  the  fact  that  the  dirt  and  trash  m  a  bale  of  cotton 
will  range  from  25  to  40  pounds  jper  bale,  varying  with  the  grade 
of  the  cotton,  there  being  naturally  a  very  much  larger  percentage 
of  trash,  dirt,  sand,  etc.,  in  the  low  grades,  below  middling,  than 
in  the  high  grades,  middling  up  to  middling  fair. 
*  A  recent  circular  received  by  many  members  of  this  exchange, 
written  by  one  of  your  members  opposing  the  repeal  of  the  rule 
referred  to,  spoke  of  "the  debauching  of  the  New  York  con- 
tract." Our  members  use  the  New  York  market  constantly  as  a 
hedge  for  both  purchases  and  sales,  and  nothing  is  farther  from 
their  desire  than  to  cause  any  undue  depreciation  in  the  value 
of  the  contract,  but  they  do  not  conceive  it  to  be  necessary  to 
reject  and  condemn  cotton  which  is  considered  merchantable  and 
is  tenderable  in  the  principal  markets  of  the  world,  and  a  little 
consideration  upon  tne  part  of  your  board  of  managers  should 
convince  them  that  the  condenmation  as  unmerchantable  of  a 
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bale  of  cotton  with  C  pounds  of  sand  distributed  through  its  500 
pounds  bulk  is  unfair  and  unreasonable. 

It  is  known  to  all  that  the  low  grades  contain  more  trash  than 
the  high  grades,  and  as  a  result  they  are  cheaper,  and  spinners 
when  buying  make  allowances  for  the  additional  waste  in  the 
price  they  pay.  The  New  York  contract  contemplates  the  de- 
livery of  all  grades  from  good  ordinary  up,  and,  such  being  the 
case,  it  is  submitted  that  the  lower  grades  which  are  merchant- 
able in  other  markets  should  be  accepted  by  the  New  York  mar- 
ket with  the  amount  of  waste  of  all  descriptions  which  is  ordi- 
narily found  in  those  grades. 

I  am  requested  to  urge  upon  you  that  the  matter  be  brought  to 
the  attention  of  the  proper  authorities  of  your  exchange  at  the 
earliest  possible  moment,  since  many  of  our  members  have  now 
cotton  already  in  transit  for  deliverj'^  in  your  market  with  the 
reasonable  expectation  that  it  will  receive  the  same  treatment 
which  cotton  of  like  character  has  received  during  many  years 
past,  and  upon  which  they  have  learned  to  count.  It  is  thought 
that  this  is  a  reasonable  request,  since  no  notice  has  been  given 
to  shippers  in  the  South  that  any  new  rule  has  been  made,  or 
that  any  new  construction  has  been  placed  upon  anv  existing 
rule,  and  the  shippers  who  already  have  cotton  on  the  way  to 
New  York  of  a  character  such  as  has  been  accepted  in  your  mar- 
ket for  many  years  past  will,  in  case  of  its  rejection,  incur  heavv 
losses  through  no  fault  of  their  own  and  after  having  taken  all 
the  proper  and  necessary  precautions  to  ship  merchantable  quali- 
ties. 

I  would  ask  that  you  let  me  have  at  as  early  a  date  as  possible 
some  expression  from  vour  authorities  on  this  subject. 
Very  respectfully, 

R.  S.  Dawson,  President, 

In  view  of  the  very  general  disposition  of  southern  cotton  mer- 
chants to  condemn  the  character  of  the  New  York  stock,  this  letter 
from  the  Norfolk  and  Portsmouth  Cotton  Exchange  is  interesting. 
It  should  be  stated,  however,  that  the  Norfolk  market  is  hardly  rep- 
resentative of  southern  markets  generally,  but  instead  is  rather  more 
subject  to  the  same  influences  as  affect  the  cotton  business  in  New 
York.  It  may  be  noted,  however,  that  this  protest  of  the  Norfolk  ex- 
change was  indorsed  on  April  12  by  the  board  of  directors  of  the 
Augusta  Exchange  and  Board  of  Trade.  It  would  seem  that  these 
protests  were  partly  responsible  for  the  subsequent  amendment  of  the 
New  York  rule  regarding  sandy  cotton. 

More  numerous  complaints  were  made  that  the  arbitrators  of  the 
New  Orleans  Cotton  Exchange  were  too  severe  in  their  treatment  of 
sandy  cotton.  A  merchant  in  New  Orleans,  when  asked  whether 
in  his  opinion  this  w^as  the  case,  said : 

I  do  not  think  it  has.  You  can  deliver  on  contract  here  any 
bale  of  cotton  which  you  have  bought  on  a  factor's  table.  In 
other  words,  if  a  factor  sold  you  a  lot  of  cotton  and  did  not  tell 
you  that  it  was  sandy,  you  would  have  the  right  to  reject  it.    I 
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do  not  think  the  rules  are  any  stricter — that  they  demand  more 
from  the  deliverer  of  the  cotton  than  when  cotton  is  bought  off 
the  factor's  table.  *  *  *  People  who  have  been  able  to  ship 
cotton  to  New  York  and  have  it  pass  on  tender  there  see  the 
New  Orleans  market  very  much  higher  and  they  say  they  will 
ship  this  cotton  to  New  Orleans  and  tender  it  there.  But  the 
reason  the  New  Orleans  market  is  high  is  because  they  do  not 
allow  such  cotton  to  be  tendered. 

In  this  connection  he  also  said : 

A  spinner  will  stand  feeling  a  little  dirt,  but  if  he  can  pick 
up  the  paper  that  the  sample  rests  on  and  gather  a  little  sand  in 
it — it  is  an  unknown  quantity — you  can  not  tell  whether  you 
are  going  to  get  5  or  10  or  50  pounds  of  sand  in  a  bale.  It  inter- 
feres with  the  machinery ;  it  makes  the  hands  disgusted.  *  *  * 
It  gets  into  their  throats.  It  is  unmerchantable  cotton.  I  claim 
that  the  people  who  raise  that  kind  of  cotton  ought  not  to  be 
protected.  It  should  not  be  tenderable.  It  tends  to  depreciate 
the  contract  more  than  anything  else.  New  York  is  not  nearly 
as  strict  as  New  Orleans  as  to  the  amount  of  sand  cotton  can 
have  in  it. 

From  the  foi-egoing  discussion  it  will  be  seen  that  the  rules  of  the 
New  York  and  New  Orleans  cotton  exchanges  covering  the  grading 
of  cotton  are,  in  some  respects,  radically  different.  Complaints 
against  the  classification  of  the  two  markets  should,  therefore,  be 
considered  with  this  fact  in  mind  and  not  accepted  in  all  cases  as 
necessarily  involving  the  integrity  of  either  system  or  of  the  indi- 
viduals who  happen  to  class  cotton. 

At  the  same  time  it  will  be  seen  that  the  rules  of  the  New  York 
Cotton  Exchange  are,  in  various  respects,  and  particularly  with 
respect  to  gin-cut  and  sandy  cotton,  more  lenient  than  those  of  the 
New  Orleans  Cotton  Exchange.  Such  greater  leniency,  if  confined 
to  a  single  characteristic,  might  be  comparatively  unimportant,  but 
the  collective  effect  of  various  concessions  to  the  deliverer  permitted 
imder  the  New  York  contract  unquestionably  has  been  materially  to 
lower  the  standard  of  contract  deliveries  in  the  New  York  market. 
To  this  extent  complaints  against  the  New  York  system  itself  are 
entitled  to  serious  consideration. 


CHAPTER  III. 

DISCirSSION  OF  SUOOESTED  CHANGES  IN  HETHODS  OF 

CLASSIFICATION. 

In  order  to  meet  some  of  the  various  objections  urged  against 
methods  of  classification  in  either  the  New  York  or  the  New  Orleans 
market,  numerous  changes  were  suggested  to  agents  of  the  Bureau. 
Of  such  suggestions  the  following  are  the  most  important,  and  their 
merits  are  discussed  in  the  succeeding  pages : 

1.  That  the  rules  of  both  exchanges  provide  specifically  for  the 
rejection  of  cotton  of  extremely  weak  staple. 

2.  That  the  certificate  system  of  the  New  York  Cotton  Exchange 
be  abandoned. 

3.  That  the  method  of  appeal  in  New  York  be  changed  by  refer- 
ring appeals  to  an  entirely  independent  body  instead  of  to  the  classifi- 
cation committee,  as  at  present,  and  that  a  similar  change  be  made 
with  respect  to  reclassifications. 

4.  That  standard  working  types  be  constantly  referred  to  by  the 
classers  in  both  markets  in  passing  upon  samples. 

5.  That  every  bale  of  cotton  placed  in  the  certificated  stock  at  New 
York  be  identified  by  tag  or  otherwise. 

6.  That  every  lot  of  cotton  covered  by  a  single  certificate  in  New 
York  be  substantially  even  running  in  grade. 

7.  That  the  value  of  irregular  cotton,  such  as  tinges  and  stains, 
w^hen  tendered  on  contract  in  New  York,  be  determined  by  arbi- 
tration. 

Section  1.  Demand  for  the  adoption  of  specific  provisions  for  the  rejection 
of  cotton  of  extremely  weak  or  perished  staple. 

Absence  of  such  rules  at  New  York  at  present. — Aside  from 
complaints  of  general  overclassification  of  cotton  in  the  New  York 
market,  a  particular  criticism  of  the  classification  committee  of  the 
New  York  Cotton  Excliange  is  that  cotton  of  extremely  weak  or  so- 
called  "  perished  "  staple  has  at  times  been  admitted  to  the  New  York 
certificated  stock.  At  the  present  time  there  is  no  specific  provision 
in  the  rules  of  the  New  York  Cotton  Exchange  for  the  rejection  of 
such  cotton,  although  on  general  principles  cotton  of  such  poor  staple 
as  to  be  unmerchantable  obviously  should  be  rejected.  There  is  also 
no  specific  provision  in  the  New  Orleans  rules,  although,  as  stated 
below,  such  cotton  is  ordinarily  excluded  from  delivery  there.  It  is 
84 
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the  opinion  of  some  cotton  merchants  that  the  absence  of  such  a  pro- 
vision is  one  of  the  most  serious  defects  in  present  methods  of  classifi- 
cation. A  former  member  of  the  New  York  Cotton  Exchange,  in 
discussing  this  point,  said : 

At  present,  under  the  system  of  classification  pursued  in  the 
three  great  markets  of  the  world,  the  superficial  appearance  of 
the  cotton  is  almost  exclusively  the  consideration  which  deter- 
mines its  grade.  There  was  some  justification  for  this  practice 
twenty  or  thirty  years  ago,  but  the  development  of  highly  refined 
spinnmg  machinery  and  the  increased  demand  for  goods  made  of 
extremely  fine  yams  has  led  to  a  refined  differentiation  in  the 
value  of  cotton,  and  three  of  its  attributes  are  now  most  im- 
portant in  determining  its  value.  Probably  the  most  important 
attribute  in  determining  its  value  is  the  length  of  the  staple  and 
what  may  be  described  as  the  tensile  strength  of  the  staple.  The 
demand  for  fine  yarns  and  mercerized  cotton  goods  which  has  de- 
veloped within  the  past  few  years  has  greatly  emphasized  the 
value  of  increased  length  and  strength  in  the  staple  of  cotton.  In 
none  of  the  future  markets — New  York,  New  Orleans,  or  Liver- 
pool— ^is  the  staple  given  any  consideration  in  determining  the 
value  of  cotton.  In  tact,  it  is  asserted,  and  is  possibly  susceptible 
of  proof,  that  cotton  which  was  so  short  stapled  as  to  be  prac- 
tically indistinguishable  from  linters,**  and  in  some  cases  linters 
themselves  of  good  quality,  have  been  delivered  on  contract  here 
[New  York]  at  an  enormous  profit  to  the  shipper.  In  the  New 
York  market,  unless  it  is  specially  requested  by  the  deliverer,  no 
attention  whatever  is  paid  to  the  length  of  staple,  and  the  result 
is  that  in  the  New  York  stock  at  the  present  time  there  is  an  ac- 
cumulation of  between  40,000  and  50,000  bales  of  extremely  short 
staple  and  in  some  cases  perished-staple  cotton  that  no  spinner 
will  buy. 

It  can  not  be  denied  that  this  criticism  has  much  force.  Members 
of  the  classification  committee  of  the  New  York  Cotton  Exchange  in 
statements  to  agents  of  the  Bureau  admitted  that  they  did  not  under- 
stand that  the  rules  of  the  exchange  compelled  them  to  take  account 
of  the  strength  of  staple  or  to  reject  so-called  perished-staple  cotton, 
although  they  asserted  that  the  amount  of  such  cotton  which  had 
been  admitted  to  the  certificated  stock  was  very  small. 

The  statement  of  one  member  of  the  committee  on  this  point  in 
October,  1907,  was  as  follows: 

Q.  How  far  does  the  committee  take  into  account  the  tensile 
strength  of  the  cotton? — A.  It  does  not  take  it  into  accoimt 
at  all. 

Q.  Suppose  you  had  a  bale  of  cotton  which  was  of  very  weak 
or  perished  staple? — ^A.  No,  sir;  it  will  not  pass  the  committee 
as  at  present  constituted. 

**  Linters  are  fiber  of  very  short  length  taken  from  the  cotton  seed  at  cotton- 
seed oil  mills. 
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Q.  Has  such  cotton  been  passed  in  recent  years  ? — A.  We  have 
found  a  number  of  bales  on  reinspection  that  we  have  taken  out 
and  paid  for. 

Q.  So-called  perished  cotton? — ^A.  So-called  perished  cotton; 
yes,  sir. 

Q.  How  many  bales  of  this  sort  have  been  discovered? — A. 
That  would  be  impossible  for  me  to  answer. 

Q.  Has  there  been  any  general  reinspection  of  the  New  York 
stock  in  the  last  six  months? — A.  There  has. 

Q.  I  mean  an  exhaustive  reclassification. — A.  A  very  large 
part  of  the  stock  in  New  York  expired  «  during  May,  June,  and 
early  July.  Those  were  mostly  all  reinspected.  The  records  will 
give  you  the  number  of  those  bales. 

Following  is  an  excerpt  from  the  statement  of  another  member  of 
the  committee: 

Q.  Do  you  make  any  allowance  or  test  for  the  strength  [of 
staple]  ? — A.  Not  in  contracts. 

Q.  How  would  you  detect  perished  staple? — A.  By  pulling  it 
and  examining  it. 

Q.  To  this  extent  you  do  make  some  test  for  strength? — A. 
We  often  make  remarks  about  it.  There  is  nothing  said  about 
it  in  our  bv-laws. 

Q.  Do  you  understand  that  you  can,  under  the  by-laws,  cer- 
tificate and  accept  perished-staple  cotton? — A.  It  would  ])e  a 
matter  of  judgment  entirely.  We  would  have  a  perfect  right  to 
reject  cotton  that  was  perished. 

Q.  Do  you  aim,  or  have  you  in  your  actual  practice  aimed,  to 
reject  cotton  of  so-called  perished  character? — A.  We  have;  it 
has  been  discussed  very  often ;  we  have  rejected  bales  for  that. 

Q.  Have  you  passed  cotton  which  was  thus  perished  ? — ^A.  Not 
any  lot  of  cotton.  There  might  be  a  bale  or  two,  or  something 
like  that,  but  I  have  no  recollection  of  having  done  so  myseli. 

Q.  Is  it  your  understanding  that  the  committee  has  authority 
to  accept  perished  cotton,  provided  it  was  of  good  color  and  gen- 
erally clean? — A.  It  is  a  question  which  has  never  come  up;  it 
is  not  part  of  our  by-laws.  It  would  be  entirely  within  the  judg- 
ment of  our  committee.  If  it  is  very  poor  in  character  we  might 
lower  it  in  grade. 

Q.  AVTiat  do  you  mean  by  "  character?" — A.  The  general  look 
of  the  cotton — its  cleanliness,  its  color — all  those  things  are  taken 
into  consideration;  not  the  staple. 

Q.  Not  even  the  strength  of  the  staple? — A.  No,  sir.  In  other 
words,  our  by-laws  do  not  provide  for  staple  except  where  cot- 
ton is  submitted  for  staple.^ 

Q.  In  your  opinion,  would  it  be  advisable  to  have  the  commit- 
tee make  a  test  of  the  strength  ? — A.  I  am  not  prepared  to  say ; 
it  is  a  thing  that  has  been  talked  about,  but  I  am  not  prepared 
to  sav. 

Q.  Do  you  make  any  distinct  test  for  soundness  of  staple? — 


<*  That  is,  the  certificates,  which  hold  good  only  for  a  year  In  any  case,  were 
no  longer  valid. 
^  That  is,  for  extra  length  of  staple. 
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A.  No,  sir.    A  bale  of  cotton  may  pull  very  long,  but  may  not  be 
very  strong  in  body.     Length  is  length— 7-by  measurement. 

Q.  You  do  not  attempt  to  find  out  whether  the  staple  is  sound 
or  not  ? — A.  No,  sir. 

Following  is  an  extract  from  the  statement  of  another  member  of 
the  classification  committee: 

Q.  Do  the  rules  of  the  exchange  require  the  committee  to 
reject  weak  or  so-called  perished  staple  cotton  ? — A.  There  are 
no  rules  for  rejection  of  such  cotton. 

Q.  Do  the  rules  of  the  exchange  require  the  classification  com- 
mittee to  test  the  strength  of  cotton  i — A.  No,  sir. 

Q.  Under  the  rules,  can  the  committee  pass  so-called  perished- 
stajple  cotton  ? — A.  Yes,  sir ;  we  have  passed  it. 

Q.  Has  any  quantity  of  such  cotton  been  passed? — A.  Not  to 
my  knowledge;  only  a  few  bales  here  and  there,  so  far  as  my 
knowledge  is  concerned.  They  will  get  in  in  lots,  you  know, 
sometimes. 

Q.  The  rules  of  the  exchange  do  not  require  you  to  reject 
such  cotton  ? — A.  No,  sir ;  I  know  of  no  rules  of  that  kind. 

The  statement  of  another  member  of  the  committee  on  this  point 
was  as  follows : 

Q.  Do  you  make  any  test  of  the  strength  of  the  staple? — ^A. 
We  are  not  required  to. 

Q.  In  your  opinion,  has  perished-staple  cotton  been  passed 
by  the  committee  in  the  past  year  or  so? — A.  We  have  always 
cnallenged  perished  cotton. 

Q.  Are  you  required  to  do  so  under  the  rules? — A.  If  the  cot- 
ton in  our  opinion  is  not  desirable  for  the  contract,  as  perished 
cotton,  why,  we  would  throw  it  out;  in  other  words,  it  has  been 
the  effort  of  what  has  been  considered  the  chief  working  end 
of  the  classification  committee  to  protect  the  contract  and  make 
it  as  nearly  perfect  as  possible,  and  to  conform  with  the  general 
mercantile  idea  and  good,  sound  contract  idea  as  possible,  as  far 
as  within  our  province.    Our  province  is  rather  limited. 

Q.  What  would  you  say  to  the  statements  that  have  appeared 
from  time  to  time  in  print  that  there  are  several  thousancl  bales 
of  cotton  in  the  New  York  certificated  stock  which  is  practically 
nothing  more  than  punk? — A.  That  is  absolutely  a  misstatement. 

The  statement  of  another  member  of  the  committee  on  this  point 
was  as  follows : 

Q.  Do  the  rules  of  the  exchange  require  you  to  make  any  test 
of  the  strength  of  cotton  ? — A.  No,  sir. 

Q.  Under  the  rules,  can  the  committee  pass  so-called  perished 
staple? — A.  There  is  no  rule  in  regard  to  the  staple,  except  in 
excess  *»  staple.  If  we  find  cotton  over  an  inch,  we  are  allowed  to 
give  a  premium,  but  there  is  nothing  said  therein  in  regard  to 
staple  that  might  be  tender  or  otherwise. 

«  *  *  *  «  *  4t 


«  That  is,  cotton  of  extra  long  staple. 
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Q.  The  committee,  then,  is  required  to  make  no  test  of  the 
soundness  of  the  staple  ? — A.  No,  sir. 

Q.  Do  you  know  whether  any  perished  or  extremely  weak 
staple  cotton  has  been  passed  by  the  committee  during  the  past 
few  years? — A.  Not  as  a  lot.  An  odd  bale  might  be  in  a  lot, 
but  not  as  a  lot. 

Q.  In  classing  a  lot  of,  say,  50  bales  of  strict  low  middling  or 
strict  middling  cotton,  or  any  other  grade,  if  you  found  4  or  5 
bales  of  perished-staple  cotton,  would  you  pass  it  or  exclude  it  ? — 
A.  If  it  met  with  all  the  other  requirements,  I  would  pass  it. 

Q.  If  the  whole  50  bales  were  perished,  would  you  pass  it? — 
A.  I  would  not  pass  it.  As  a  classer,  I  would  call  all  the  other 
members  of  the  committee  to  pass  on  it  with  me. 

Q.  Do  you  understand  that  the  committee  has  authority  to 
reject  such  cotton? — A.  Yes. 

Q.  They  do? — A.  Yes,  sir.  Not  in  regard  to  the  staple,  but 
if  the  staple  is  impoverished  by  storm  damage,  the  storm  damage 
on  the  fiber  would  deteriorate  the  OTade.  Now,  then,  in  my  mind 
the  deterioration  of  the  fiber  would  deteriorate  the  grade,  so  as 
to  make  it  below  our  lowest  grade  called  for  in  the  contract — 
below  good  ordinary  or  below  strict  good  ordinary  tinged — so 
that  the  cotton  would  or  could  be  no  doubt  rejected  lor  not  being 
good  enough  grade,  irrespective  of  the  staple. 

Q.  Is  all  perished  cotton  discolored? — A.  Yes,  there  is  more 
or  less  discoloration. 

Q.  How  would  you  define  perished  cotton  ? — A.  Well,  I  would 
define  it  as  "  storm  cotton." 

Q.  Is  it  practically  so-called  punky  cotton? — A.  A  punky 
bale  of  cotton  would  not  pass  the  classification  committee;  posi- 
tively not. 

Q.  So  that  perished  cotton A.  Perished  cotton  has  more  or 

less  staple. 

Q.  When  you  say  "  staple  "  you  mean  strength  of  staple,  not 
length  of  staple? — A.  It  is  more  for  length  than  strength.  But  a 
punky  bale  of  cotton  has  no  staple  and  would  not  under  any  con- 
sideration pass,  in  my  opinion,  any  member  of  the  classification 
committee. 

Q.  Do  you  think  any  such  cotton  has  passed  the  committee 
during  the  last  two  or  three  years? — A.  A  punky  bale? 

Q.  Yes. — A.  Positively  not ;  and  I  think  any  statement  in  that 
respect  has  been  grossly  exaggerated. 

It  is  clear,  from  these  admissions  of  the  members  of  the  classifica- 
tion committee  themselves,  that  some  cotton  of  so-called  perished 
staple,  at  least  prior  to  the  reorganization  of  the  inspection  bureau 
in  June,  1907,  had  been  admitted  into  the  certificated  stock  of  the 
New  York  Cotton  Exchange.  There  is  no  means  of  determining  from 
the  records  of  the  exchange  how  much  cotton  of  this  character  had 
been  allowed  to  go  through.  Considerable  cotton  of  weak  staple  ap- 
pears to  have  been  certificated  in  the  season  of  190f)-7.    The  amount 

of  really  "  perished  "  staple  cotton  admitted  to  the  stock,  however, 
can  not  be  stated. 
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A  member  of  the  New  York  Cotton  Exchange,  while  conceding 
that  some  cotton  of  very  poor  staple  had  been  admitted  to  the  certifi- 
cated stock,  nevertheless  was  disposed  to  defend  the  admission  of 
such  cotton  on  the  ground  that,  although  it  was  not  desirable  for 
ordinary  spinning  purposes,  it  was  entirely  merchantable  for  certain 
other  purposes.    In  this  connection  he  said : 

There  is,  of  course,  cotton  in  the  New  York  market  that  has 
a  very  poor  staple — another  thing  that  was  not  created  by  any 
le^slation  on  the  part  of  this  exchange,  but  which  was  caused  by 
this  terrific  storm  last  September.  Such  cotton  as  that  sometimes 
has  to  be  held  a  long  time  before  it  can  be  sold.  It  is  not  cotton 
that  a  spinner  of  yam  would  naturally  buy,  but  it  would  do  all 
right  for  some  goods,  such  as  carpets,  where  they  do  not  require 
any  staple.  There  are  innumerable  things  made  from  cotton  in 
the  manufacture  of  which  they  do  not  require  the  staple  to  hold, 
but  all  that  cotton  is  salable. 

New  Orleans  practice  with  respect  to  strength  of  staple. — In 
connection  with  this  absence  from  the  rules  of  the  New  York  Cotton 
Exchange  of  any  provision  for  a  test  of  the  strength  or  soundness  of 
cotton  offered  for  certification,  it  should  be  repeated  that  the  rules  of 
the  New  Orleans  Cotton  Exchange  likewise  contain  no  specific  refer- 
ence to  such  a  test.  The  testing  of  such  cotton,  as  explained  in  Chapter 
II  of  Part  I,  rests  with  the  arbitrators,  the  New  Orleans  Exchange 
having  no  inspection  bureau.  Rule  3  of  the  New  Orleans  Exchange, 
which  covers  arbitrations,  contains  no  instructions  covering  the  meth- 
ods by  which  strength  of  staple  shall  actually  be  determined.  As  a 
matter  of  fact,  arbitrators  usually  test  the  strength  of  the  cotton  by 
pulling  the  staple. 

The  New  Orleans  contract,  moreover,"  as  already  stated,  contains 
the  following  clause: 

It  is  distinctly  understood  and  agreed  that  no  cotton  shall  be 
tendered  or  received  under  this  contract  of  a  less  market  value 
than  good  ordinary  (fair  color),  and  that  the  receiver  shall  have 
the  right  to  refuse  all  sandy,  dusty,  red,  or  gin-cut  cotton ;  dusty 
cotton  being  defined  under  this  contract  as  cotton  lessened  in 
value  more  than  ^c.  per  pound  by  reason  of  dust;  sandy  cotton 
being  defined  under  this  contract  as  cotton  containing  more  than 
1%  of  sand. 

This  is  a  very  important  clause,  and  it  was  asserted  by  members  of 
the  New  Orleans  Cotton  Exchange  interviewed  on  this  subject  that 
this  clause  rendered  it  very  difficult  for  cotton  of  perished  staple 
to  pass  the  arbitrators.  A  New  Orleans  exporter  who  had  frequently 
served  both  as  an  arbitrator  and  as  a  member  of  the  spot-quotation 
committee  contended  that  extremely  weak  staple  is  usually  found 
in  stained  cotton  of  low  grade  and  in  storm-beaten  cotton,  and  that 

«  See  page  61,  Part  I. 
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under  the  contract  of  the  New  Orleans  Exchange  the  receiver  has  the 
right  to  insist  on  the  exclusion  of  extremely  low  grade  cotton  of  this 
character. 

Another  member  of  the  New  Orleans  Cotton  Exchange  said  that, 
while  weak  staple  might  be  found  in  white  cotton,  perished  staple 
would  not  be.  He  further  pointed  out  that,  while,  if  the  receiver  of 
a  lot  of  cotton  permitted  a  bale  of  perished  staple  to  go  through 
without  protesting  it,  such  cotton  could  not  be  rejected,  nevertheless 
the  arbitrators  would  be  permitted  to  make  such  allowance  for  its 
inferior  character  as  thev  saw  fit. 

As  repeatedly  stated,  in  New  Orleans  both  the  receiver  and  deliv- 
erer are  represented  at  the  time  the  samples  are  drawn,  and  the 
receiver  has  the  right  to  "  protest  "  any  bale  of  cotton  which  in  his 
opinion  is  not  of  a  deliverable  character.  This  fact  obviously  ren- 
ders the  absence  from  the  New  Orleans  rules  of  a  specific  provision 
for  testing  the  strength  of  staple  very  much  less  important  than  the 
corresponding  absence  of  such  a  provision  from  the  rules  of  the  New 
York  Cotton  Exchange,  where  the  grading  of  the  cotton  is  left  en- 
tirely to  the  inspection  bureau,  and  where  tlie  buyer  has  no  means 
whatever  of  objecting  to  the  certification  of  cotton  at  the  time  it  is 
originally  classed  by  the  committee.  The  right  of  protest  at  New 
Orleans,  and  the  recognized  fact  that  arbitrators  in  that  market,  de- 
spite the  lack  of  specific  instructions,  do  test  the  merchantable  char- 
acter of  cotton  carefully,  render  it  unlikely  that  any  perished-staple 
cotton  will  be  permitted  to  pass  for  delivery  on  contract  in  that  mar- 
ket. Indeed,  as  already  shown,  complaints  against  New^  Orleans 
arbitrations,  instead  of  alleging  laxity,  are,  on  the  contrary,  almost 
invariablv  to  the  effect  that  the  New  Orleans  classification  is  too 
rigid.^ 

Practicability  of  considering  strength  of  staple  in  classifi- 
cation OF  contract  cotton. — A  member  of  the  New  York  Cotton 
Exchange,  extensively  engaged  in  the  spot-cotton  business,  in  indors- 
ing the  suggestion  that  the  strength  of  staple  should  be  taken  into 
account  in  classing  cotton,  said,  in  substance : 

If  you  buy  a  lot  of  cotton  and  the  cotton  has  no  strength  it 
is  not  worth  as  much  as  cotton  of  the  same  grade  that  has 
strength.  I  think  it  would  be  a  very  fair  thing  for  the  man  who 
delivers  his  cotton  if  the  strength  or  soundness  of  cotton  were 
tested.  For  instance,  take  cotton  coming  from  Mississippi  and 
cotton  coming  from  North  Carolina,  say  middling  cotton  in 
each  case.  The  Mississippi  cotton  will  be  good  staple  and  the 
North  Carolina  cotton  will  be  poor  staple.  The  rule  now  is 
that  they  both  get  the  same  value  for  their  cotton,  which  is 
wrong.  *  *  *  When  a  party  delivers  cotton  on  a  contract, 
staf)le — strength  and  length  and  character — should  all  be  taken 

<»  See  Chapter  XL 
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into  consideration.  Under  the  present  system  a  man,  in  case  his 
cotton  is  clean  and  white,  will  get  just  about  as  much  for  very 
weak  staple  on  contract  delivery  as  he  will  for  cotton  with 
strong  staple  of  the  same  length.  *  *  *  I  do  not  see  any- 
thing in  this  that  is  just. 

There  can  be  no  question  that  it  is  imfair  to  compel  a  man  to  re- 
ceive weak-staple  cotton  at  the  same  price  which  he  pays  for  cotton 
of  strong  staple.  It  is  contended,  however,  that  there  are  many 
practical  difficulties  in  the  way  of  perfecting  a  test  for  the  strength 
of  cotton  in  the  case  of  deliveries  on  basis  contracts,  and  particularly 
in  a  market  where,  as  in  the  case  of  Xew  York,  the  certificate  system 
is  employed.  Some  of  the  difficulties  in  making  allowance  for  the 
length  of  staple  in  contract  deliveries  were  described  in  Part  I. 
It  will  be  recalled  that  the  rules  of  both  the  New  York  and  Xew 
Orleans  cotton  exchanges  provide  that  no  allowance  for  extra  staple 
length  shall  exceed  one-fourth  cent  per  pound,  which  has  the  practi- 
cal effect  of  excluding  cotton  of  really  long  staple  from  contract  de- 
livery. It  is  urged  by  some  that  the  difficulties  in  making  allowance 
for  varying  degrees  of  strength  of  staple  are  even  greater  than  those 
encountered  in  similar  allowances  for  extra  length  of  staple,  and 
indeed  that  strength  of  staple  can  not  be  accurately  measured. 

A  member  of  the  New  York  Cotton  Exchange,  in  discussing  this 
question,  said: 

The  question  of  weak  or  strong  staple  is  a  question  on  which 
no  two  men  can  agree.  Where  are  you  going  to  draw  the  line? 
You  can  not  draw  the  line.  I  think  all  such  things  are  impracti- 
cable. *  *  *  I  ^as  very  strenuous  in  my  endeavors  to  get 
grades  of  nondescript  cotton  struck  out  of  the  contract,  such  as 
low  middling  tinged,  which  is  generally  weak-staple  cotton.  I 
also  thought  that  good  ordinary  cotton  should  be  out  of  the  con- 
tract, because  the  world  has  changed  since  thirty  years  ago;  the 
Fall  River  mills  have  changed  the  character  of  their  work  so 
that  good  ordinary  cotton  is  no  longer  wanted.  That  is  the  way  I 
would  improve  it ;  I  would  improve  it  by  excluding  good  ordinary 
and  low  middling  tinged.  Stained  cottons  are  very  desirable 
because  many  people  want  them.  *  *  *  They  have  their 
uses  and  are  wanted  at  the  differences.  *  *  *  Jjy  opinion  is 
that  the  grades  of  cotton  in  our  stock  with  perished  staple  have 
been  introduced  by  having  good  ordinaiy  a  tenderable  grade  and 
those  grades  of  low  middling  and  strict  low  middling  tinged  as 
part  of  the  contract.  I  think  they  are  responsible  for  what  you 
call  the  introduction  of  perished-staple  cotton. 

Another  member  of  the  New  York  exchange,  when  asked  whether 
it  would  be  advisable  to  require  the  classification  committee  to  make 
a  test  of  the  tensile  strength  of  the  staple  and  to  separate  or  reject 
weak  or  perished  staple  cotton  from  cotton  of  good  staple,  said : 

If  you  could  determine  once  for  all  what  weak' and  perished 
staple  was  it  would  be  wise  to  have  such  a  law ;  but  a  spinner  who 
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is  accustomed  to  buying  strong-staple  cotton  will  call  any  other 
cotton  weak  or  perished  staple.  The  difference  is  something  tre- 
mendous between  upland  cotton,  river  cotton,  and  bender  cotton. 
It  runs  all  the  way  from  j  to  IJ  [inches]  and  higher.  In  the  mat- 
ter of  strength  of  staple  some  spinners  would  rather  take  a  bale 
of  cotton  with,  say,  1  inch  of  strong  staple  than  cotton  with  IJ 
inches  of  weak  staple.  Those  things  have  got  to  be  left  to  indi- 
vidual enterprise;  no  exchange  can  provide  for  those  fine  dis- 
tinctions; if  they  did,  they  would  be  apt  to  make  the  distinctions 
so  fine  that  nobody  could  do  business  on  the  exchange.  For 
instance,  if  they  forced  me  to  deliver  such-and-such  staple  cotton 
I  may  not  be  able  to  find  it.  That  is  a  thing  that  can  not  possibly 
be  fixed  on  the  exchange. 

There  can  be  no  doubt  that  anything  like  a  series  of  graduated  tests 
for  strength  of  staple  would  involve  many  difiiculties.  If  such  grad- 
uated tests  are  impracticable,  however,  there  should  be  no  practical 
difficulty  in  arriving  at  some  specific  provision  for  the  exclusion  of 
cotton  of  distinctly  weak  staple  from  the  privilege  of  contract  de- 
livery. The  suggestion  contained  in  one  of  the  statements  above 
given,  that  some  of  the  lowest  grades  of  cotton  be  excluded  from  con- 
tract delivery  altogether,  would  probably  go  far  to  meet  objections, 
for  the  reason  that  a  large  portion  of  extremely  weak  or  so-called 
perished  staple  cotton  is  found  in  the  lowest  grades,  and  particularly 
in  the  discolored  grades.^ 

Section  2.  Proposed  abandonment  of  the  certificate  system  in  New  York. 

Charge  that  the  New  York  system  unduly  favors  the  seller. — 
As  distinct  from  complaints  of  improper  classification  in  the  New 
York  market,  the  certificate  svstem  of  the  New  York  Cotton  Ex- 
change  is  itself  condemned  by  some  on  the  broader  ground  that  It 
tends  to  give  the  seller  of  a  contract  an  advantage  over  the  buyer 
in  that  the  latter  has  practically  no  personal  dealings  with  the  in- 
spection bureau  at  the  time  that  the  grade  of  the  cotton  is  first 
established.  It  is  urged  by  some  that  the  certificate  system  be 
abandoned  and  that  the  grade  of  contract  cotton  be  determined  by 
arbitration,  as  it  was  prior  to  the  adoption  of  the  certificate  system 
in  1887.  In  this  connection  it  mav  be  noted  that  shortlv  after  the 
certificate  system  was  adopted  an  attempt  was  made  to  secure  its 
abandonment,  but  without  success,  and  those  who  favor  a  return 
to  the  old  system  are  apparently  in  a  distinct  minority. 

Dissatisfaction  with  the  certificate  system  in  principle  is  illus- 
trated by  the  following  statement,  in  substance,  of  a  broker  in  New 
York: 

The  situation  is  this:  Cotton  is  shipped  here  from  the  South 
to  be  inspected.    The  man  who  has  it  inspected  is  the  seller.     If 

<*  Such  exclusion  of  low  grades  is  discussed  in  Part  III. 
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the  inspection  and  classification  are  satisfactory  to  him — that  is,  if 
he  gets  a  high  grade  on  it — ^he  accepts  the  grading  of  the  classi- 
fication committee.  If  the  reverse  is  true — that  is,  if  he  does  not 
get  a  high  grade  on  it — ^he  appeals  from  that  classification  of  the 
classification  committee,  and  either  wins  or  loses,  as  the  xjase 
may  be.  After  the  cotton  has  been  handled  in  that  way  it  is 
handed  over  to  the  buyer,  who  has  to  accept  that  grading.  He 
has  not  the  same  right  of  appeal,  which  I  do  not  think  is  right. 
*  *  *  Of  course,  the  buyer  can  have  the  cotton  reinspected, 
but  if  he  does  he  goes  back  to  the  same  men  who  originally 
classed  it.  *  *  *  He  is  penalized.  He  pays  the  bill.  If 
you  are  correct,  there  is  no  cnarge;  but  if  you  are  not  correct, 
then  you  must  pay  the  entire  expense  of  reclassification,  not 
only  the  expense  of  putting  it  through  the  warehouse  ($50) ,  but 
also  the  expense  of  having  the  committee  go  over  it  again.  Of 
course,  if  they  do  not  fix  it  so  that  they  are  right,  there  is  no 
fee — ^you  win ;  but  if  they  fix  it  so  that  you  are  wrong,  there  is 
a  fee — you  lose.  Now,  as  a  matter  of  fact,  the  first  the  buyer 
knows  about  the  grade  of  cotton  is  when  the  tender  is  made  to 
his  cashier's  window,  with  a  list  showing  what  the  grade  of  the 
cotton  is.     *     *     * 

The  buyer  of  that  contract  is  not  known,  so  that  the  classi- 
fication committee  only  comes  in  contact  with  the  representa- 
tives of  the  selling  side.  [The  seller's]  representatives  can  go 
before  the  classification  committee  and  say :  "  You  ought  to  do 
better  than  that.  If  you  will  give  us  a  little  better  grade  on  that, 
we  will  accept  the  classification ;  if  you  do  not,  we  will  appeal." 
In  other  words,  if  the  grading  is  high,  they  will  accept  it ;  if  it 
is  low,  they  will  appeal.  In  that  way  pressure  is  brought  to 
bear  on  the  classification  committee  to  put  the  grade  a  little 
higher,  with  the  result  that  in  the  course  of  five  years  you  have 
the  thing  away  up  in  the  air.  I  mean  that  cotton  of  low  grade 
is  classed  in  some  higher  grade. 

Another  opponent  of  the  certificate  system  said  in  this  connection : 

Another  fundamental  defect  in  the  system  of  delivering 
cotton  at  present  employed  in  New  York  lies  is  the  fact  that 
though  the  deliverer  of  cotton  may  be  and  is  personally  repre- 
sented at  the  time  of  delivery,  and  can  have  at  the  scales  his 
own  representative  to  see  that  his  cotton  is  properly  sampled 
and  properly  weighed,  the  receiver  of  the  cotton,  on  the  other 
hand,  is  not  so  represented.  In  theory  it  is  assumed  that  the 
receiver  of  cotton  is  represented  by  the  certification  bureau  of 
the  New  York  Cotton  Exchange,  and  the  bv-laws  have  been 
framed  upon  this  theory;  but,  as  a  matter  or  fact,  in  practice 
it  has  been  shown  that  no  bureau  representing  an  unknown 
receiver  of  cotton  can  as  thoroughly  and  adequately  protect  the 
interests  of  the  receiver  as  the  receiver  himself  can.  *  *  * 
In  my  opinion  it  is  absolutely  necessary  that  a  return  to  the  old 
system  should  be  had  by  the  New  York  Cotton  Exchange.  Under 
the  old  syvStem  both  the  deliverer  and  the  receiver  of  cotton  were 
actually  represented  by  their  employees  at  the  scales  where  the 
cotton  was  passed,  and  any  tendency  toward  abusing  or  disre- 
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garding  the  rules  of  the  New  York  Cotton  Exchange  could  be 
speedily  checked  or  avoided. 

Another  objection  advanced  against  the  certificate  system  on  the 
general  ground  that  it  tends  unduly  to  favor  the  seller  is  that  it 
makes  the  delivery  of  cotton  too  easy.  Under  the  certificate  system 
all  that  the  seller  of  a  contract  has  to  do  is  to  tender  the  buyer  the 
grade  certificates  of  the  cotton  and  the  accompanying  warehouse 
receipts.  In  this  way  an  operator  who  had  sold  100,000  bales  of  cotton 
might  deliver  the  entire  quantity  in  a  single  day — or  in  a  single  hour — 
after  getting  his  grade  certificates  and  his  warehouse  receipts  to- 
gether. In  New  Orleans,  on  the  other  hand,  when  deliveiy  is  made 
each  bale  is  personally  inspected  by  the  deliverer  and  the  receiver 
or  their  representatives,  so  that  the  seller  can  not  deliver  on  any  given 
day  a  larger  quantity  of  cotton  than  he  or  his  agents  can  actually 
handle  and  inspect.  As  a  result  of  this  alleged  advantage  of  the 
seller,  it  is  charged  that  sellers  at  New  York,  by  issuing  large  numbers 
of  "  notices  " — that  is,  notifications  of  intention  to  deliver  cotton — 
can  embarrass  holders  of  contracts  who  may  not  have  the  capital 
necessary  for  taking  up  large  quantities  of  cotton  and  who,  conse- 
quently, may  be  forced  to  sell  out  their  contracts  at  a  sacrifice. 

In  the  opinion  of  the  Bureau  this  objection  has  no  merit.  The 
buyer  of  contracts  under  the  certificate  system  should  be  prepared  to 
take  up  on  a  single  day  the  entire  quantity  of  cotton  represented  by 
the  contracts  that  he  has  purchased.  In  other  words,  he  should  not 
enter  into  more  contracts  than  his  resources  warrant.  He  has  no  just 
ground  for  complaint  because  the  tender  of  a  large  quantity  of  cot- 
ton for  which  he  has  contracted  may  put  him  to  inconvenience  or  loss 
in  raising  the  capital  neceasary  to  make  the  payment. 

Alleged  effect  of  certificate  system  on  character  of  New 
York  sjock. — A  further  objection  to  the  certificate  system  is  that  it 
enables  operators  of  large  resources,  at  comparatively  small  expense, 
to  take  up  a  number  of  certificates  and  select  the  most  desirable  ones 
for  sale  to  spinners,  retendering  the  balance  on  contract.  In  this  way, 
it  is  alleged,  the  New  York  stock  is  subjected  to  a  process  of  selection 
which  tends  in  the  long  run  to  leave  in  that  stock  only  the  most  un- 
desirable grades  of  cotton. 

In  New  Orleans,  on  the  other  hand,  where  cotton  must  be  sampled 
every  time  it  is  tendered  and  where  the  character  of  various  lots  can 
not  be  known  without  such  inspection,  cotton  is  seldom  retendered, 
but  instead  is  sold  by  the  receiver  in  the  spot  market  for  what  it  will 
bring. 

In  this  connection  an  opponent  of  the  certificate  system,  some  of 
whose  objections  have  already  been  cited,  said : 

This  lamentable  decline  in  the  cotton  trade  of  the  city  of  New 
York  is,  in  my  opinion,  almost  entirely  due  to  the  adoption,  in 
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the  first  instance,  of  what  is  known  as  the  "  certificate  system," 
and  in  the  second  to  the  modification  of  that  system  providing 
for  the  establishment  of  fixed  differences  between  the  grades  for 
a  period  of  ten  months.  Under  the  practice  in  vogue  prior  to  the 
adoption  of  the  certificate  system  the  receiver  of  cotton  was  en- 
abled when  so  receiving  it  to  adequately  protect  himself  against 
the  delivery  of  cotton  not  strictly  tenderable  under  the  rules  of 
the  exchange.  Under  the  present  system  the  determination  of 
the  tenderable  quality  of  the  cotton  is  delegated  to  a  paid  com- 
mittee to  whose  interest  it  is  to  swell  as  far  as  possible  the  receipts 
of  the  certification  bureau,  which  are  diminished  by  the  number 
of  bales  rejected. 

Under  the  old  system  the  receiver  of  cotton  on  contract  when 
receiving  it  found  it  practicable  and  did  as  a  matter  of  fact  class 
the  cotton  out  into  even-running  lots  of  different  qualities  suit- 
able to  the  demands  of  spinners.  Under  the  present  system  some 
thirty  <•  different  grades  may  be  delivered  to  the  receiver  in  one 
parcel  and  in  one  warehouse  receipt,  and  it  is  impracticable  for 
him,  except  at  great  expense,  involving  additional  warehouse 
charges  and  the  cost  of  recertification,  to  segregate  the  different 
grades  of  cotton  in  lots  suitable  to  the  legitimate  demands  of  the 
trade.  Once  certificated,  the  cotton  so  certificated  is  practically 
unavailable  for  the  legitimate  demands  of  the  trade  unless  re- 
ceived by  the  buyer  in  very  large  quantities,  and  then  is  only  so 
available  when,  at  an  expense  of  approximately  65  cents  per  bale, 
he  rehandles  the  cotton,  classes  it  into  different  marks,  and  segre- 
gates its  different  qualities. 

These  difficulties  in  the  way  of  legitimate  trade  in  cotton 
which  exist  under  the  "  certificate  system  "  as  enacted  in  1887 
and  continued  up  to  1897  put  a  sufficient  burden  upon  the  trade 
in  actual  cotton  to  heavily  handicap  the  business  of  the  trade  of 
New  York;  but  when  in  1897  the  trade  was  still  further  handi- 
capped by  the  by-law  establishing  fixed  differences  for  a  period 
of  ten  months  the  obstacles  in  the  way  of  handling  cotton  for 
legitimate  purposes  in  New  York  became  practically  insuperable. 
*  *  *  As  a  result  of  the  debasement  of  the  New  York  contract 
since  the  adoption  of  the  cei'tificate  system,  and  its  further  de- 
basement unaer  the  rule  of  fixed  differences,  certain  interests  in 
the  trade  who  have  been  cognizant  of  the  relative  depreciation 
of  the  contract  resulting  from  such  debasement  have  made  it  a 
practice  to  engage  largely  in  what  are  known  as  arbitrage  opera- 
tions, involving  the  purchase  of  contracts  for  future  delivery  in 
New  Orleans  or  in  Liverpool  and  the  coincident  sale  of  contracts 
for  future  delivery  in  New  York.  The  profitable  liquidation  of 
these  transactions  has  involved  and  continues  to  involve  the  ne- 
cessity of  a  further  and  continued  debasement  of  the  New  York 
contract,  so  that  it  may  be  made  without  Question  so  undesirable 
that  no  one  can  receive  it;  and  those  deluded  j)urchasers  who 
bought  such  contracts,  recognizing  the  commercial  impractica- 
bilitv  of  receiving  the  actual  cotton,  are  led  to  liquidate,  at  a 
profit  to  the  arbitrage  sellers  above  referred  to. 

«  Tills  was  in  1907,  prior  to  the  elimination  of  various  grades  as  explained  in 
Part  I. 
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Advantages  of  the  certificate  system. — In  considering  these  ob- 
jections to  the  certificate  system,  it  should  be  remembered  that  the 
system  has  many  advantages.  In  the  first  place,  it  tends  to  avoid 
great  inconvenience  and  considerable  expense  and  waste  in  sampling 
and  resampling  cotton  each  time  it  is  tendered ;  and,  second,  it  places 
the  entire  work  of  classification  in  the  hands  of  a  paid  committee 
supposed  to  consist  of  disinterested  experts.  While,  as  clearly  shown, 
the  work  of  this  committee  has  been  open  to  criticism,  the  idea  of 
leaving  the  classification  of  contract  cotton  to  such  a  committee  of  ex- 
perts, provided  the  actual  work  of  classification  is  surrounded  by 
proper  safeguards,  has  much  to  commend  it.  There  appears  to  be  little 
ground  for  objection  to  the  certificate  system  in  principle.  Much  of 
the  objection  to  the  certificate  system  employed  at  Xew  York  really 
appears  to  be  due  to  the  fact  that  that  system  has  been  used  in  con- 
nection with  fixed  differences.  As  a  matter  of  fact,  there  is  no  neces- 
sity for  combining  the  two  systems.  Instead,  there  is  no  practical 
reason  why  cotton  should  not  be  officially  classed  by  a  board  of  experts 
under  a  system  of  commercial  differences;  and  if  the  work  were 
properly  done  it  is  not  inconceivable  that  it  would  tend  to  avoid  much 
of  the  dissatisfaction  which  has  arisen  over  arbitrations  in  both  the 
New  Orleans  and  the  Liverpool  markets.  In  this  case,  however,  the 
certificate  system  as  now  employed  in  New  York  would  not  be  entirely 
satisfactory,  but  would  require  various  improvements  along  the  lines 
suggested  later  in  this  chapter. 

Section  3.  Proposed  change  in  method  of  conducting  appeals  and  reclassi- 
fications at  New  York. 

Objecitons  urged  against  present  system. — It  lias  already  been  ex- 
plained  in  Chapter  II  of  Part  I  that  the  original  owner  of  the  cotton 
who  first  offers  it  for  certification  at  New  York,  if  dissatisfied  with 
the  grade  given  it  by  those  members  of  the  committee  who  examine 
the  samples,  can  appeal  to  the  entire  committee  for  a  review  of  the 
classification.  This  arrangement  is  condemned  by  many  on  the  ground 
that  on  appeal  the  decision  should  be  made  by  a  body  not  including 
those  who  originally  passed  on  the  cotton.  Similar  complaint  has 
been  made  regarding  the  method  of  reclassification.  When  cotton  is 
first  classed,  the  original  holder  is  the  only  man  who  can  make  an 
appeal  from  the  decision  of  the  classification  committee,  but  any  sub- 
sequent holder  of  a  certificate  who  is  dissatisfied  with  the  grading  of 
the  cotton  may  demand  a  reclassification,  which  is  in  the  nature  of 
an  appeal,  though  not  technically  so  called.  These  reinspections  are 
not  referred  to  the  entire  classification  committee  as  are  appeals 
proper,  but  the  cotton  is  treated  just  as  though  it  had  never  been  cer- 
tificated and  is  examined  by  two  members  of  the  committee,  who,  if 
they  can  not  agree,  may  call  in  a  third  member.     Such  holder  of  the 
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cotton  may,  however,  *'  appeal ''  from  such  reclassification  as  well  as 
from  the  original  classification.  It  is  objected  to  this  arrangement 
that  on  reclassification  the  very  men  who  passed  the  cotton  originally 
may  be  the  ones  who  reclass  it,  and  that  naturally  their  judgment  may 
le  biased.  It  is  also  urged  that  even  if  on  reclassification  the  cotton  is 
examined  by  members  of  the  committee  who  had  nothing  to  do  with 
the  original  grading,  nevertheless  such  personal  considerations  as 
good-fellowship  among  members  of  the  committee  would  tend  to  pre- 
vent an  absolutely  impartial  and  independent  decision.  The  further 
argument  is  adv^anced  that,  since  the  inspection  bureau  is  liable  for 
any  errors  in  grading  disclosed  by  such  reclassification,  there  is  an  in- 
ducement for  those  who  make  the  reclassification  to  avoid  anv  radical 
reduction  from  the  grade  established  on  the  original  classificati(m.* 
For  all  these  reasons  it  is  urged  that  on  appeals,  and  on  reclassifica- 
tions as  well,  cotton  should  he  submitted  to  a  tribunal  entirely  dis- 
tinct from  that  which  conducted  the  original  classification. 

The  criticism  of  the  present  practice  was  voiced  in  the  following 
statement  of  a  southern  cotton  merchant : 

There  is  one  serious  defect  in  connection  with  the  New  York 
classification.  Their  arbitration  committee  *  is  st^lected  from 
members  of  the  classification  committee.  This  practice  is  at  vari- 
ance with  all  reason.  It  must  be  expected  that  when  the  classi- 
fication committee  determines  the  grades  of  a  lot  of  cotton  an 
appeal  to  members  of  the  same  committee  will  in  all  probability 
confirm  the  original  classification.  The  arbitration  committee  ^ 
should  therefore  be  separate  and  distinct  and  entirely  indei>end- 
ent  of  the  classification  committee. 

A  similar  statement  was  obtained  from  another  opponent  of  the 
present  practice  : 

Another  defect  in  the  present  system  of  the  New  York  Cotton 
Exchange  is  that  any  award  of  classification  can  be  ap{)ealed 
from  onlv  to  the  committee* on  classification  itself,  of  which  com- 
nuttee  the  two  men  who  made  the  original  classification  are 
niembers.  In  other  words,  an  error  in  classification  is  corrected 
only  by  an  appeal  to  the  same  body  that  made  the  error,  and  it  is 
hardly  likely  that  that  body  will  reverse  itself.  This  is  a  very 
radical  defect,  which  should  be  corrected  by  providing  the  oppor- 
tunity for  an  appeal  to  arbitrators  independently  selected,  whose 
jud^ent  shoula  be  a  check  upon  the  classification  of  the  com- 
mittee  on  classification  itself. 

Defenses  of  present  New  York  practice. — WTiile  such  arguments 
that  appeals  and  reclassifications  of  cotton  at  New  York  should  be 
conducted  by  an  independent  body  and  not  by  one  some  of  whose 
members  were  concerned  in  the  original  classification  seem  at  first 
sight  convincing,  there  is  really  much  to  be  said  in  favor  of  the  New 

»  See  page  54. 

^  Meaning  appeal  or  reclassification  board. 
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York  system  of  having  disputes  over  grading  determined  within  the 
classification  committee  itself. 

In  defense  of  the  New  York  system  it  is  urged  that  there  is  no  rea- 
son why  the  judgment  of  a  second  body  of  classers  should  be  expected 
to  be  any  better  than  that  of  the  first  body,  unless  the  second  body  is 
larger  in  number,  so  as  to  give  greater  opportunity  for  interchange  of 
views  and  the  averaging  of  what  may  be  called  the  personal  equation 
of  the  several  members.  It  is  obviously  desirable  that  the  original 
classification  should  be  made  by  classers  as  competent  as  can  be  ob- 
tained, and  therefore  quite  as  competent  as  members  of  an  appeal  com- 
mittee could  be.  If  the  only  ground  for  expecting  greater  accuracy 
in  the  grading  of  cotton  on  appeal  or  reclassification  lies  in  having 
a  larger  number  of  men  pass  upon  the  cotton,  it  is  argued  that  this 
object  can  be  secured  quite  as  well  by  leaving  such  appeals  or  reclassi- 
fications to  the  entire  membership  of  the  present  classification  com- 
mittee as  by  reference  to  an  entirely  outside  body. 

In  further  defense  of  the  New  York  system  it  is  urged  that  in  those 
markets  where  appeals  are  made  to  an  independent  committee  or  an 
independent  set  of  arbitrators  the  decisions  of  these  often  vary  so 
radically  from  those  of  the  original  classers  as  to  leave  serious  doubt 
whether  the  final  decision  was  any  more  nearly  correct  than  the  first. 
It  w411  be  recalled  that  in  the  discussion  of  arbitrations  in  the  Liver- 
pool market  in  Chapter  VIII  of  Part  I  it  was  shown  that  the  awards 
of  appeal  committees  frequently  differed  by  as  much  as  15  to  25,  and 
sometimes  by  over  50  or  even  100,  Liverpool  points — say,  from  one- 
fourth  cent  to  2  cents  a  pound — from  the  awards  of  the  original  ar- 
bitrators. In  the  New  Orleans  market,  likewise,  it  was  shown  that  the 
decisions  of  arbitrators  passing  in  appeal  on  disputed  cotton  at 
times  varied  one-fourth  of  a  cent  from  the  awards  of  the  first  ar- 
bitrators. A\Tien  it  is  borne  in  mind  that  a  large  amount  of  cotton  at 
the  present  time  is  handled  by  iperchants  on  a  commission  of  not  over 
75  cents  a  bale,  or  but  little  more  than  one-eighth  cent  per  pound,  it 
is  easy  to  realize  how  such  variations  in  classification  create  dissatis- 
faction. In  the  New  Orleans  market  the  arbitrators  are  chosen  from 
members  of  the  exchange  who  are  presumed  to  be  experts  in  the  classi- 
fication of  cojtton.  It  is,  however,  unreasonable  to  suppose  that  all  ar- 
bitrators on  a  panel  selected  from  members  of  a  large  exchange  will 
be  equally  expert,  or  even  nearly  so,  in  their  judgment  of  cotton.  In 
I  he  case  of  a  permanent  committee,  on  the  other  hand,  it  would  seem 
reasonable  that,  by  constant  interchange  of  views,  the  members  would 
be  less  likely  to  render  extremely  divergent  decisions  on  the  same  lot 
of  cotton;  and  this  without  involving  any  lack  of  integrity  or  indi- 
viduality on  their  part.  It  can  not  be  emphasized  too  strongly  that 
the  classification  of  cotton  is  not,  and  in  all  probability  never  can  be, 
an  exact  science,  as  the  individuality  of  the  classer  enters  into  the 


PKOPOSED   CHANGE  IN    METHODS   OF  APPEAL.  99 

problem  very  extensively,  while  any  one  of  many  conditions  which 
on  the  surface  seem  almost  insignificant  may  influence  for  the  moment 
the  judgment  of  a  classer  to  an  extent  suflScient  to  affect  materially 
the  delivery  value  of  the  cotton. 

In  this  connection  it  should  be  stated  that  the  present  method  of 
appeal  employed  by  the  New  York  Cotton  Exchange  was  adopted 
only  after  experience  with  a  system  under  which  appeals  were  taken 
to  independent  arbitrators.  When  the  present  inspection  system  of 
the  exchange  was  established,  the  appeal  classification  committee 
was  composed  of  members  of  the  exchange  who  had  nothing  to  do 
with  the  classification  committee  itself.  Under  this  system  it  de- 
veloped that  there  were  very  wide  discrepancies  between  the  original 
and  the  final  awards,  just  as  occur  at  the  present  time  in  both  New 
Orleans  and  Liverpool.  In  the  latter  part  of  1888  a  special  commit- 
tee was  appointed  by  the  board  of  managers  of  the  New  York  Cot- 
ton Exchange  to  investigate  methods  of  classing  cotton  then  em- 
ployed.   Excerpts  from  the  committee's  report  follow : 

Your  committee  is  impressed  with  the  gravity  of  the  situation, 
and  the  necessity  of  finding  the  cause  of  the  excessive  variations 
in  the  classing  of  cotton,  and  a  proj>er  remedy  for  the  future. 

The  inspector  in  chief  has  in  addition  furnished  your  com- 
mittee witn  a  list  of  1,500  bales  classed  by  the  classification  com- 
mittee and  by  the  appeal  committee  which  show  an  average 
difference  of  one-eightn  cent  per  pound,  the  appeal  committee 
making  the  higher  class.  But  in  this  connection  it  is  well  to  say 
that  an  average  test  is  not  a  proper  one. 

*****  4e  4e 

Your  committee  believe  that  the  main  principle  of  errors  un- 
derlying the  whole  system  is  the  fee  principle.  They  believe 
it  questionable  whether  the  classification  committee  can  free 
their  minds  from  the  fact  that  if  they  class  the  cotton  too  low 
there  will  be  less  cotton  brought  to  them  to  be  classed;  and 
equally  so  are  the  appeals,**  perhaps,  sensible  of  the  fact  that 
unle&s  they  raise  the  grade  of  the  samples  submitted  to  them  there 
will  be  but  a  limited  amount  placed  before  them.  Your  commit- 
tee, therefore,  recommend : 

First.  That  the  samplers  be  limited  in  the  amount  of  the  cot- 
ton that  they  may  sample  in  a  day. 

Second.  That  the  classification  appeal  committee  be  abolished. 

Third.  That  the  classification  committee  be  paid  by  salary, 
and  that  the  appeal  for  errors  be  decided  within  that  committee. 

A  member  of  the  classification  committee  of  the  exchange,  in  com- 
menting upon  this  earlier  system,  said : 

At  that  time  we  were  entirely  under  a  different  system  as 
regards  the  classification  committee.  We  had  a  classification 
committee  consisting,  I  think,  of  seven,  and  an  appeal  committee 
consisting  of  seven — entirely  distinct  men.     Most  of  the  cotton 

^Meaning  appeal  boards. 
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in  those  days  was  appealed  from  the  classification  committee 
to  the  appeal  committee,  who  for  a  period  of  more  than  a  year 
almost  invariably  made  it  higher  than  the  classification  commit- 
tee. The  consequence  was  that  nearly  everybody  appealed  their 
cotton,  and  your  witness  says  that  he  has  known  of  appeal  no- 
tices heincf  issued  before  the  cotton  was  classed  the  first  time,^ 
In  the  witness's  judgment  the  gentlemen  w^ho  composed  that 
appeal  committee  never  had  any  ousiness  to  occupy  the  position 
they  had. 

One  of  the  objections  against  the  New  York  system  of  appeals  is 

that  the  appeal  committee  until  a  comparatively  recent  date  had 

access  to  the  decisions  of  the  original  cla&sers ;  this  practice,  however, 

'  has  been  discontinued   since   the   reorganization   of  the   inspection 

bureau,  in  1907. 

On  the  other  hand,  in  the  New  Orleans  market,  where  appeals 
are  taken  to  an  entirely  different  set  of  arbitrators,  tlie  refusal 
to  allow  the  final  arbitrators  such  access  to  the  award  of  the  original 
classers  is  considered  objectionable  by  some.  In  view  of  the  extraor- 
dinary divergence  which  frequently  occurs  between  the  awards  of 
two  sets  of  arbitrators  in  New  Orleans,  and  also  at  Liverpool,  where 
a  similar  system  of  arbitrations  is  employed,  there  is  certainly  some- 
thing to  be  said  in  favor  of  allowing  the  appeal  board  to  know  what 
the  original  award  was. 

It  might  seem  from  what  has  been  said  that  the  classification  of 
cotton  is  an  extremely  uncertain  operation  and  that  the  awards  of 
arbitrators  are  little  more  than  guesswork.  While,  as  repeatedly 
stated,  many  of  the  difficulties  of  classification  are  inherent,  it  should 
be  borne  in  mind  that  the  principal  difficulties  occur  in  the  case  of 
cotton  of  very  low  grade,  and  of  irregular  cotton,  and  that  a  very 
large  part  of  the  crop  consists  of  regular  grades  which  are  suscep- 
tible of  substantial  accuracy  in  classification,  particularly  in  view  of 
the  fact  that  certain  characteristics,  such  as  length  of  staple,  do  not 
ordinarily  receive  consideration  in  the  classification  of  cotton  for 
contract  delivery. 

If,  as  above  suggested,  practically  the  only  guaranty  that  the  de- 
cision on  appeal  or  reclassification  will  be  more  accurate  than  the 
original  decision  rests  in  the  larger  number  of  men  who  take  part,  the 
presence  of  all  the  members  of  the  classification  committee,  including 
those  who  originally  classed  the  cotton,  would  apparently  best  assure 
correctness  in  the  final  decision.  It  is  also  desirable  that  appeals 
in  New  Orleans  be  submitted  to  a  larger  board  of  arbitrators  than 
that  which  makes  the  original  award. 

Much  of  the  objection  to  the  practice  of  allowing  appeals  and  re- 
classifications at  New  York  to  be  determined  within  the  classification 


<*  ItaUcs  by  the  Bureau. 
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committee  itself  undoubtedly  rests,  as  already  stated,  on  the  assump- 
tion that  considerations  of  good-fellowship  and  esprit  de  corps  will 
operate  to  prevent  free  criticism  or  modification  of  the  decisions  of 
the  original  classers.  A  member  of  the  classification  committee  of 
the  New  York  Cotton  Exchange,  when  questioned  on  this  point, 
stated  emphatically  that  this  objection  had  no  force  whatever;  that 
the  members  of  the  committee  felt  absolutely  free  to  differ  from  one 
another  and  to  criticise  one  another's  awards.  The  statement  of 
another  member  of  the  committee  on  this  point  was  as  follows: 

Q.  Do  you  think  that  such  considerations  as  esprit  de  corps 
handicap  members  of  the  committee  in  the  work  of  reclassifica- 
tion ? — A.  Not  at  all ;  no.  We  are  cotton  men.  We  pix)tect  our 
own  ideas  of  the  grade  of  cotton,  and  we  will  fight  for  them. 
That  all  ends  right  there.  We  will  wrangle  over  the  cotton, 
because  each  man  thinks  he  is  right.  We  have  each  an  idea,  and 
we  will  bring  in  a  third  man,  and  he  must  settle  that  thing 
according  to  the  law  and  the  rules  of  this  exchange  as  to  the 
grade  of  that  bale  or  lot  of  cotton.  Esprit  de  corps  doesn't  enter 
at  all.     When  that  cotton  is  classed,  esprit  de  corps  stays  outside. 

Q.  You  haven't  hesitated  in  reclassifications  on  account  of  the 
possibility  of  hurting  some  other  meml)er's  feelings? — A.  Not  a 
bit.  ♦  *  ♦  I  am  not  infallible.  Neither  is  any  other  member 
of  the  committee.     Not  at  all. 

Members  of  the  committee  were  also  emphatic,  as  already  shown," 
in  assertions  that  they  were  in  no  way  affected  in  reclassifications  by 
the  consideration  of  protecting  the  inspection  fund.  While  it  seems 
probable  that  in  case  the  inspection  fund  was  nearly  exhausted  the 
committee  would  be  more  or  less  influenced,  even  though  uncon- 
sciously, against  any  radical  lowering  of  the  grade  of  cotton  on 
reclassification,  because  of  the  consequent  drain  on  the  fund,  prac- 
tically this  objection  has  less  force  than  might  appear,  owing  to  the 
fact  that  this  fund  has  now  reached  liberal  proportions.  In  any 
event,  this  consideration  of  protecting  the  inspection  fund  logically 
would  have  as  much  weight  with  a  permanent  appeal  committee  as 
with  the  present  classification  committee.  This  consideration  would 
be  absent  onlv  in  case  reclassifications  rested  with  arbitrators  not 
dependent  on  the  exchange  for  compensation.  This,  in  fact,  was  pre- 
cisely the  system  in  force  prior  to  the  adoption  of  the  present  practice, 
and,  as  shown,  was  distinctly  unsatisfactory. 

Suggested  modification  of  New  York  method. — In  view  of  the 
dissatisfaction  over  arbitrations  in  New  Orleans  and  Liverpool,  and 
in  view  of  the  advantages  of  submitting  appeals  to  a  larger  body  of 
classers  than  that  which  made  the  original  examination,  the  Bureau 
finds  little  objection  to  the  New  York  practice  of  referring  such 
appeals  to  the  classification  committee  as  a  whole,  including  those 

*  See  ))ages  54-56. 
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who  originally  classed  the  cotton.  Furthermore,  it  appears  desirable 
that  not  only  appeals,  as  they  are  technically  defined  at  New  York, 
but  reclassifications  as  well,  should  be  thus  referred  to  the  entire 
membership  of  the  classification  committee.  At  present  the  only 
probability  that  on  reclassification  the  grading  will  be  more  accurate 
than  on  the  original  classification  lies  in  the  fact  that  the  very  chal- 
lenging of  the  original  classification  may  be  expected  to  result  in 
greater  care.  It  would  seem  that,  in  order  that  the  reclassification 
should  be  recognized  as  distinctly  more  authoritative  than  the  original 
grading,  it  should  be  made  by  a  larger  body  of  men ;  that  is,  by  the 
entire  membership  of  the  committee.  It  is  possible,  however,  that, 
while  permitting  those  members  of  the  committee  who  conducted 
the  original  examination  to  be  present,  it  might  be  desirable  to 
exclude  them  from  the  privilege  of  voting. 

It  will  be  recalled  that  the  certificates  issued  by  the  inspection 
bureau  of  the  New  York  Cotton  Exchange  hold  good  for  only  one 
year,  at  the  expiration  of  which  period  the  cotton  is  reclassed.  It 
appears  desirable,  however,  that  on  such  routine  reclassifications,  as 
they  may  be  called,  as  well  as  in  the  case  of  reclassifications  demanded 
by  some  party  dissatisfied  with  the  previous  grading,  the  cotton  be 
submitted  to  the  entire  classification  committee  and  not  merely  to 
two  members. 

Section  4.  Proposal  that  working^  types  be  constantly  employed  in  classing^. 

The  fourth  suggestion  regarding  improvements  in  methods  of 
classification,  above  mentioned,  is  that  the  working  types  should  be 
constantly  consulted  by  the  classers  in  their  work.  This  suggestion 
applies  both  to  New  York  and  to  New  Orleans.  In  both  markets 
classers  very  frequently  grade  cotton  without  actually  comparing  it 
with  the  working  types.  The  suggestion  that  they  should  do  so  in  all 
cases  is,  however,  considered  by  many  cotton  men  to  be  lacking  in 
force.  It  is  contended  that  such  a  rule  is  unnecessary  where  the  class- 
ers are  really  exj^erts.  The  inspector  in  chief  of  the  New  York  Cot- 
ton Exchange  in  this  connection  said : 

The  whole  thing  is  a  matter  of  eye.  Hardly  any  committee 
uses  the  type  except  in  case  of  dispute.  I  do  not  have  to  use  types 
any  more  than  I  have  to  use  the  alphabet  when  I  read. 

On  the  other  hand,  precisely  because  the  classification  of  cotton  de- 
pends so  nmch  upon  the  eye  and  upon  the  judgment  of  the  individual 
classer,  and  furthermore  because  the  opinion  of  the  classer  may 
be  so  easily  affected  by  conditions  of  weather  or  light,  or  by  other 
circumstances,  it  is  contended  by  many  that  classers  should  con- 
stantly, or  at  least  very  frequently,  refer  to  the  working  types.  This 
contention  appears  to  be  well  founded.  The  gradations  of  class  in 
the  successive  types  are  so  slight  that  it  is  almost  inconceivable  that 
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any  classer,  however  expert,  could  possibly  carry  in  his  mind  an 
absolutely  accurate  idea  of  each  grade  and  half  grade.  This  is  es- 
pecially true  in  the  case  of  the  lower  grades  of  cotton.  With  the 
grades  of  middling  and  above,  as  already  stated,  the  work  of  classi- 
fication is  much  simpler.  It  is  difficult  to  see  where  any  harm  could 
possibly  result  from  a  rule  compelling  the  classers  of  cotton  in  any 
market  always  to  have  before  them  in  plain  view  the  working  types. 
Constant  reference  to  such  types  could  hardly  fail  to  raise  the  stand- 
ard of  skill  of  classers.  The  advantage  would  be  especially  important 
in  those  markets  which,  like  New  Orleans,  do  not  maintain  a  perma- 
nent classification  board,  as  such  a  practice  would  undoubtedly  tend 
to  harmonize  the  classifications  of  arbitrators  chosen  from  the  mis- 
cellaneous membership  of  the  exchange. 

In  this  connection  it  is  urged  that  the  New  York  Cotton  Exchange 
should  establish  standards  for  the  half  grades  in  white  cotton  and 
not  merely  for  the  full  grades,  as  at  present.  This  point  seems  well 
taken.  The  failure  to  establish  standards  or  working  types  for  such 
half  grades  obviously  leaves  a  great  deal  to  the  judgment  of  the 
classer.  In  the  New  Orleans  market,  working  types  are  established 
for  the  half  grades  in  white  cotton  as  well  as  for  the  full  grades.  On 
the  other  hand,  in  New  Orleans  the  spot-quotation  committee  does  not 
quote  prices  for  such  half  grades,  but  the  differences  for  them  are 
established  halfway  between  the  differences  for  the  two  adjacent  full 
grades.  A  more  satisfactory  method  of  determining  contract  values 
of  half  grades,  and  one  more  in  keeping  with  the  commercial-differ- 
ence system,  is  the  quotation  of  half  grades  by  the  spot-quotation 
committee. 

Section  5.  Desirability  of  identifyingf  individual  bales  of  cotton  at  New 
York. 

Another,  and  a  very  important,  change  suggested  in  the  present 
method  of  certificating  cotton  at  New  York  is  one  providing  for  the 
identification  of  every  bale  in  the  New  York  stock.  It  has  already 
been  explained  that  in  the  New  York  market  at  the  present  time 
certificates  are  issued  covering  lots  of  cotton  comprising  several  bales 
each.  The  average  number  of  bales  per  lot  has  been  about  ten,  but 
there  is  no  uniformity  in  this  respect.  Many  lots  contain  only  a 
single  bale  each,  while  others  contain  100  bales  or  more.  While  the 
certificates  for  such  lots  specify  the  number  of  bales  of  each  par- 
ticular grade  in  the  lot,  no  attempt  is  made  to  indicate  which  bales  are 
of  a  given  grade.  In  other  words,  the  individual  bale  is  not  desitr- 
nated  or  marked  in  such  a  way  that  the  grade  assigned  to  it  can  be 
ascertained  from  examination  of  the  certificate.  This  practice  is  of 
particular  importance  because  very  low  or  undesirable  grades  of 
cotton  are  frequently  included  in  the  same  lot  with  better  grades. 
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This  is  a  verj'^  serious  inconvenience  to  purchasers  of  cotton  on  con- 
tract, since  there  is  no  way  of  determining  which  bales  are  of  any 
particular  grade  except  by  a  physical  examination  of  the  cotton.  This 
often  involves  much  trouble  and  labor  in  getting  bales  out  of  ware- 
houses and  re-storincr  those  bales  which  the  buver  does  not  care  to 
ship  out  at  the  moment,  while  the  bales  left  in  store  must  be  recer- 
tificated  before  they  can  be  delivered  on  contract;  this  involves  con- 
siderable expense.  In  fact,  this  failure  to  identify  individual  bales 
of  cotton .  is  regarded  by  some  as  responsible  in  no  small  measure 
for  the  dissatisfaction  over  the  New  York  methods  of  classification. 
There  can  be  no  possible  doubt  that  the  identification  of  every  bale 
of  cotton  in  the  Xew  York  certificated  stock  would  be  a  great  ad- 
vantage to  receivers  of  cotton  on  contract,  since  it  would  enable  them, 
in  large  measure,  to  select  from  a  mere  examination  of  the  grade 
certificates  themselves,  instead  of  by  the  expensive  process  of  sam- 
pling the  actual  bales,  such  cotton  as  was  desired  for  any  particular 
shipment,  leaving  the  balance  undisturbed  in  the  warehouse.  An 
advocate  of  a  svstem  for  identifyinn:  individual  bales  said: 

The  third  essential  to  a  perfect  system  of  contract  trading  is 
a  separate  classification  and  identification  of  each  particular 
bale  of  cotton.  To  the  best. of  my  knowledge  this  practice  al- 
ready prevails  in  many  of  the  southern  markets.  *  *  *  It  is 
a  usage  which  would  be  entirely  practicable  to  enforce.  *  *  * 
There  are  many  methods  of  applying  it  that  are  practicable. 
The  one  that  occurs  to  me  offhand  is  the  tag  system,  numbered 
tags  l)eing  used,  with  two  coupons  attached,  each  bearing  identi- 
cal numbers,  these  coupons  to  be  torn  off  and  one  of  them  put 
in  the  original  and  one  in  the  duplicate  sample.  The  samples 
themselves  could  then  be  inclosed  in  small  cardboard  cartons,  and 
some  pasteboard  or  wooden  boxes  devised  tliat  would  hold,  say, 
a  hundred  of  these  cartons,  so  that  samples  of  the  cotton  could  be 
transferred  from  place  to  place  without  being  subject  to  the  dam- 
age or  deterioration  which  at  present  occurs  as  a  result  of  the 
poor  paper  in  which  they  are  inclosed,  and  the  loss  of  these 
papers.  Moreover,  a  man  receiving  under  this  proposed  system 
any  considerable  quantity  of  cotton — say,  10,000  or  20,000  bales — 
could,  if  the  cotton  were  delivered  to  him  in  mixed  lots,  easily 
re-allocate  (if  I  may  use  the  word)  and  segregate  the  various 
grades  into  even-running  lots,  having  due  reference  to  their 
cleanliness,  staple,  and  gi*ade,  and  in  such  even-running  lots 
much  more  readily  sell  them  to  spinners  than  he  can  under  the 
present  system.  Finally,  the  warehousing  of  cotton  would  be 
much  simplified,  for  if  the  bales  of  cotton  were  tagged  or  num- 
bered in  numerical  sequence  and  the  location  of  each  sequence  of 
10  or  100  bales  properly  indexed  in  the  warehouse  it  would  be 
much  easier  for  the  warehouseman  to  turn  out  a  given  bale  or  a 
given  series  of  bales  than  it  is  for  him  at  present,  when  under  the 
system  in  vogue  he  has  practically  and  physically  to  search  the 
warehouse  for  cotton  indistinguishably  marked  on  the  jute  bag- 
ging by  marks  which,  in  the  course  of  a  very  few  months,  some- 
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times,  have  been  entirely  effaced  or  have  evaporated,  the  result 
bein;?  that  there  is  much  cotton  in  the  warehouses  in  New  York 
that  is  practically  unidentifiable. 

Objections  advanced  against  such  identification. — This  plan  for 
identifying  individual  bales  is,  however,  pronounced  by  many  mem- 
bers of  the  New  York  Cotton  Exchange  utterly  impracticable.  A 
special  objection  advanced  against  the  plan  is  that  the  expense  of 
warehousing  cotton  in  such  a  wav  that  individual  bales  could  be  read- 
ily  located  would  be  absolutely  prohibitive  in  New  York,  where  land 
is,  of  course,  extremely  valuable  and  where  wages  and  other  warehous- 
ing costs  are  high.  The  irregularity  with  which  cotton  is  brought  to 
the  New  York  market,  as  a  result  of  which  consignments  often  ar- 
rive there  in  piecemeal  lots,  is  urged  as  a  further  objection  to  any  such 
attempt  to  identify  individual  bales.  A  member  of  the  New  York 
Cotton  Exchange  said  in  this  connection : 

It  could  be  done,  but  you  know  we  have  to  deal  with  certain 
conditions  here  in  the  city  of  New  York.  Unfortunately,  our 
wharf  property  is  extremely  valuable.  And  we  have  to  deal  with 
two  or  three  warehousemen  only,  and  we  must  make  the  laws  so 
that  they  will  suit  the  warehousemen  also.  If  you  were  to  tag  a 
bale,  it  would  have  to  be  stored  in  such  a  way  that  the  tag  would 
stand  out,  and  so  that  the  tag  is  not  torn  off  again  afterwards; 
and  that  requires  a  great  deal  of  care  and  large  warehouse  room. 
It  is  simply  impracticable.     It  can  be  done,  but  it  is  impracticable. 

Another  member  of  the  exchange  extensively  engaged  in  the  spot- 
cotton  business  said : 

It  would  be  very  expensive  to  get  from  the  warehouse  1  bale 
or  3  bales  out  of  a  10-bale  lot,  while  it  would  not  be  to  get  the 
full  10  bales  out ;  that  is,  from  the  warehousing  point  of  view. 
It  would  also  leave  a  gap  open  for  the  changing  of  these  certifi- 
cates (taking  the  bales  out  of  the  lots  would  necessitate  chang- 
ing the  certificates).  It  would  complicate  the  system  very 
materially. 

The  cotton  business  in  New  York  is  a  mere  bagatelle  as  com- 

Sared  to  the  stock  business,  and  there  are  a  great  many  banks  in 
few  York  that  will  not  be  bothered  with  cotton  business.  It  is 
so  small  that  they  do  not  cater  to  it  at  all  and  do  not  care  for  it, 
so  that  the  merchants  of  New  York  who  borrow  money  and  carry 
cotton  in  the  city  try  to  make  it  as  convenient  as  possible  for  the 
banks  to  do  the  business;  and  the  individual  receipts  for  cotton 
would  make  it  very  much  more  difficult  for  the  banks  to  look 
after  the  business  than  it  is  at  the  present  time. 

Evidence  that  identification  of  kales  is  entirely  practicable. — 
On  the  other  hand,  a  member  of  the  New  York  Cotton  Exchange 
who  had  had  long  experience  in  the  warehouse  business  declared  em- 
phatically that  it  was  a  simple  thing  for  a  warehouseman  to  identify 
every  bale  of  cotton  in  his  stock  by  individual  number.     It  seems 
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reasonably  certain  that  the  objections  to  a  system  of  identifying  in- 
dividual bales  in  the  New  York  stock  have  been  exaggerated.  Such 
identification  is  a  common  practice  in  southern  markets;  and,  while 
warehouse  expenses  are  undoubtedly  higher  at  New  York  than  at 
most  southern  points,  the  additional  expense  which  would  result  from 
identification  of  every  bale  would  be  in  part  offset.  For  instance, 
under  the  present  system  a  cotton  merchant  who  desires  only  3  or  4 
bales  out  of  a  lot  of  30  may  be  compelled  to  tear  down  the  whole  lot 
in  the  warehouse  in  order  to  determine  which  those  3  or  4  are; 
whereas,  if  every  bale  were  given  a  distinctive  number,  it  seems 
probable  that,  although  the  separation  of  those  individual  bales 
would  frequently  necessitate  the  tearing  down  of  others,  in  many 
cases  such  rehandling  would  be  lessened  because  the  bales  desired 
could  be  "  spotted  "  in  the  tier  before  any  attempt  was  made  to  re- 
move them.  Furthermore,  it  may  be  noted  that  the  identification  of 
individual  bales  has  been  pronounced  practicable  and  recommended 
by  two  committees  of  the  New  York  Cotton  Eixchange,  as  will  appear 
from  the  following  excerpt  from  the  report  of  a  special  committee 
appointed  in  1907  to  consider  the  handling  of  cotton  at  the  dock: 

The  committee  appointed  June  11,  190G,  by  the  previous  board, 
to  make  suggestions  as  to  harmonizing  any  conflicting  by-laws 
and  rules  governing  the  delivery  of  cotton  on  contract,  and  to 
make  any  suggestions  that  may  seem  fit  in  regard  to  the  clas- 
sification bureau,  etc.,  made  a  report  about  April  29,  which  is 
now  in  the  hands  of  the  committee  on  by-laws  and  rules.  Your 
committee  took  the  lilwrty  to  study  this  report,  and  one  of  the 
suggestions  seems  so  valuable  that  they  wish  to  present  and  rec- 
ommend its  adoption  by  the  present  board. 

The  inspector  in  chief  iniorms  us  that  a  great  deal  of  time 
is  lost  and  extra  expense  incurred  in  picking  out  of  the  lots  the 
bales  passed  by  the  assistant  inspectors  on  the  dock  but  rejected 
by  the  classification  committee.  The  only  way  to  find  these  bales 
is  to  resample  the  whole  lot  by  numlx^rs  and  then  pick  them  out 
of  the  samples.  This  requirement — ^to  resample  a  whole  lot  to 
pick  out  perhaps  2  or  3  rejected  bales — has  given  a  great  deal  of 
trouble,  several  deliverers  of  cotton  refusing  to  give  the  resam- 
pling order,  claiming  that  the  cotton  had  passed  out  of  their 
possession. 

It  is  clear  that  if  the  exact  bales  rejected  could  be  identified 
and  removed  from  the  lot,  it  would  be  a  great  benefit  and  saving 
to  the  deliverer,  the  holder,  and  the  bureau. 

The  following  is  the  suggestion  of  the  former  committee: 

"All  cotton  submitted  for  certification  shall  be  tagged  with 
quadruplicate  numlxM-ed  tag  and  weighed  previous  to  sampling 
by  a  duly  licensed  weighmaster,  under  the  supervision  of  an  (as- 
sistant) inspector,  who  shall  keep  a  check  upon  the  weighmaster, 
by  taking  weights  in  the  manner  that  is  customary  in  reweigh- 
ing,  according  to  the  original  marks,  re-marks,  lot  number,  and 
tag  number,  and  the  weiglit  shall  be  plainly  marked  on  each  bale. 
Returns  of  said  weights  in  accordance  with  the  marks,  lot  num- 
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bers,  and  tag  numbers  shall  be  made  in  duplicate  (or  triplicate, 
if  owner  desires),  the  original  of  which  shall  be  sent  oy  the 
weighmaster  to  the  office  oi  the  inspector  in  chief  for  record,  and 
the  duplicate  and  triplicate  sent  to  the  owner  of  the  cotton. 

"  In  sampling  cotton  submitted  for  certification,  the  sampler 
shall  draw  from  the  low  side  of  each  bale  a  sample  which  shall 
be  broken  into  three  parts  across  the  layer,  not  parted  with  the 
layer,  and  a  coupon  irom  the  numbered  tag  on  the  bale  shall  be 
placed  in  each  of  the  three  samples  thus  obtained.  These  three 
samples  shall  be  put  into  separate  papers  according  to  the  lot 
numbers.  These  three  sets  or  samples,  for  the  purpose  of  certifi- 
cation, shall  be  the  only  ones  drawn  subsequent  to  the  weigh- 
ing," etc. 

It  seems  to  your  committee  that  there  would  be  no  great  diffi- 
culty in  devising  such  a  tag  and  how  to  attach  it,  and,  though  it 
miglit  take  somewhat  longer  to  sample  under  this  system,  the 
greater  accuracy,  the  ability  to  identify  bales,  and  the  saving  of 
so  much  expense,  time,  and  rehandling  of  the  cotton  will  far 
more  than  compensate  for  the  extra  time  it  requires.  But  it  must 
be  borne  in  mind  that  nearly  all  the  cotton  coming  here  is  tightlv 
compressed,  and  to  draw  a  sample  from  such  bales  large  enougK 
to  be  broken  into  three  is  very  difficult,  if  not  impossible.  To  put 
such  a  plan  into  successful  working  order  here  will  require  a  good 
deal  of  care  and  consultation  with  the  inspector  in  chief  so  as  not 
to  hamper  needlessly  the  efficient  working  of  the  inspection 
bureau. 

One  objection  urged  against  the  plan  is  that  it  would  require  a 
separate  lot  number  and  a  separate  grade  certificate  for  every  indi- 
vidual bale.  This  does  not  necessarily  follow,  f^or  instance,  there 
appears  to  be  no  good  reason  why  a  general  lot  number  could  not  be 
given,  as  at  present,  to  any  given  number  of  bales  inspected  at  one 
time,  and  then  the  individual  bales  be  distinguished  by  subnumber,  as, 
for  example,  ''^Y^/'  '^iPyOii  »  js^^  record  of  the  classification  would 
show  the  grade  of  each  bale  so  numbered,  and  if  the  bales  were  so 
tiered  that  the  numbers  could  be  read  there  is  no  reason  why  a  sep- 
arate lot  number  should  be  given  to  each  bale.  Of  course,  perfect 
results  would  mean  some  increase  in  expense,  as  it  would  be  necessary 
to  leave  spaces  for  workmen  to  pass  between  the  tiers  for  the  purpose 
of  reading  the  bale  numbers  and  of  tearing  down  the  cotton.  At  the 
same  time,  the  cotton  has  to  be  taken  down  sooner  or  later;  and,  even 
without  such  improvement  in  the  method  of  tiering  and  storing,  it 
would  seem  that  such  numbering  of  individual  bales  would  result  in 
an  advantage  which  would  largely  offset  any  increase  in  expense. 
In  the  opinion  of  some  the  failure  to  identify  individual  bales  at 
New  York  has  been  deliberately  intended  to  hinder  purchasers  of 
contracts  from  taking  up  cotton  thereon.  This  charge  can  not  be 
proved,  but,  in  any  event,  the  present  method  is  objectionable  and 
undoubtedly  operates  to  the  great  disadvantage  of  receivers  of  cotton 
on  contract. 
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Section  6.  Proposal  that  each  certificated  lot  at  New  York  be  even  nin- 
ning  as  to  grade. 

A  matter  which,  in  the  opinion  of  some,  is  even  more  important 
than  the  identification  of  individual  bales,  and  which,  if  it  could 
be  brought  about,  would  make  such  identification  more  or  less  un- 
necessary, is  the  adoption  of  a  provision  by  which  any  single  grade 
certificate  shall  cover  only  bales  of  a  single  grade  or  a  single  half 
grade  of  cotton.  The  adoption  of  such  a  rule,  it  is  argued,  would 
go  far  to  overcome  the  very  general  dissatisfaction  over  New  York 
methods  of  certification  and  would  prove  a  very  great  advantage  not 
only  to  cotton  merchants  but  to  spinners.  The  argument  is,  in  sub- 
stance, that  the  tender  of  a  number  of  miscellaneous  grades  on  con- 
tract, provided  the  differences  are  proper  and  the  grading  accurate,  is 
not  a  serious  disadvantage  to  the  receiver  if  there  is  some  ready 
means  of  separating  the  bales  which  he  desires  to  use  at  a  given 
time  and  for  a  given  purpose — as,  for  example,  for  shipment  to  a 
spinner — from  the  undesired  bales.  Under  the  present  system  un- 
desired  bales  are  likely  to  be  in  the  same  lot  with  desired  bales  and 
can  be  separated  only  by  breaking  the  lots,  in  which  case  the  bales 
not  desired  for  shipment  at  the  moment  are  not  a  good  delivery  on 
exchange  contracts  unless  they  are  recertificated.  This  process  means 
an  expense  of  from  25  to  50  cents  or  more  a  bale  upon  the  recertifi- 
cated bales.  A  contract  delivery  at  New  York  on  the  average  con- 
tains about  10  lots.  If  a  majority  of  these  lots  contain  several 
grades  each,  the  trouble  and  expense  of  separating  the  desired  from 
the  undesired  bales  would  ordinarily  be  so  great  that  only  a  cotton 
merchant  doing  an  extensive  business  could  afford  to  undertake  it. 
That  lots  very  frequently  do  contain  such  a  mixture  of  grades  is 
certain.  Opposite  this  page  is  a  copy  of  a  grade  certificate,  showing 
such  mixture  of  grades,  which  is  representative  of  many,  though  not 
fairly  representative  of  all. 

The  table  on  pages  110  and  111  shows  the  composition  of  consecutive 
lots  of  cotton  as  certificated  in  New  York  in  December,  1902.  and  in 
August,  1907.  In  this  table  each  line  represents  a  separate  lot.  The 
lots  certificated  in  December,  1902,  probably  show  a  rather  greater 
mixture  of  grades  than  the  average,  while  those  for  August,  1907,  are 
probably  considerably  better  than  the  general  average,  owing  partly 
to  the  fact  that  comparatively  little  cotton  was  certificated  in  that 
month,  but  more  particularly  to  the  fact  that  these  certifications  oc- 
curred after  the  inspection  bureau  had  been  reorganized  (see  p.  57) 
and  when  special  effort  was  being  made  to  prevent  the  mixture  of 
widely  separated  grades  in  the  same  lot. 

It  will  be  seen  that  in  December,  1902,  single  lots  often  embraced 
a  wide  range  of  grades,  and  that  tinged  or  stained  cotton  was  not 
infrequently  included  in  the  same  lot  with  white  cotton  of  distinctly 
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high  grade.  In  the  case  of  certifications  in  August,  1907,  the  range 
was  narrower,  but  the  lots  were  by  no  means  even  running. 

It  is  argued  that  if  only  one  grade  or  half  grade  were  covered  by  a 
single  certificate  it  would  be  largely  immaterial  to  cotton  mer- 
chants how  many  grades  were  received  in  any  one  contract  delivery, 
since  by  merely  glancing  over  the  grade  certificates  the  receiver  could 
at  once  select  those  bales  which  he  desired  for  immediate  use  and  re- 
tender  the  remainder  on  contract.  The  receiver  could,  it  is  argued, 
simply  give  instructions  to  his  men  at  the  warehouse  to  take  out  cer- 
tain complete  lots.  Since  the  remaining  lots  would  be  unbroken, 
there  would  be  no  necessity  for  reclassing  them  and  consequently  they 
would  be  a  good  delivery  on  exchange  contracts  without  further  ex- 
pense. 

There  can  be  no  possible  question  that  the  adoption  of  a  plan  which 
would  thus  prevent  the  mixture  of  grades  in  single  certificate  lots 
would,  if  practicable,  be  a  very  pronounced  improvement  over  the 
present  New  York  system.  There  are,  however,  some  very  serious 
practical  difficulties  in  the  way  of  such  a  departure  from  present 
methods.  Probably  the  most  important  of  these  is  the  inefficiency  of 
the  inspectors  at  the  dock,  with  whom  the  responsibility  for  making 
up  the  lots  really  rests,  to  class  cotton  into  even-running  grades  or 
half  grades  with  anything  approaching  accuracy,  or  their  inability 
to  do  so  as  the  result  of  conditions  under  which  they  are  compelled  to 
work.  As  shown  in  Chapter  II  of  Part  I,  the  lot  is  made  up  immedi- 
ately after  drawing  the  samples.  Before  these  samples  are  passed  on 
by  the  classification  committee  the  cotton  ordinarily  has  gone  into  the 
warehouse.  To  go  through  the  warehouses  after  the  cotton  has  once 
been  stored  and  to  reconstruct  lots  in  accordance  with  the  grading 
given  the  cotton  by  the  classification  committee  would  be  wholly  im- 
practicable. 

Suggestion  that  sa^iples  be  classed  at  the  bale. — To  meet  this 
difficulty  it  has  been  suggested  that,  while  retaining  the  certificate 
system,  the  classing  of  samples  intended  for  contract  delivery  at 
New  York  be  performed  at  the  bale  immediately  on  the  drawing  of 
the  samples  instead  of  in  the  rooms  of  the  classification  committee, 
as  at  present. 

A  member  of  the  New  York  Cotton  Exchange,  who  advocates  a 
return  to  the  practice  of  classing  cotton  at  the  bale,  said: 

They  say  that  can  not  be  done,  but  it  is  done  in  New  Orleans,** 
in  Memphis,  in  Augusta,  and  in  Houston,  and  it  is  done  in  all 
the  great  cotton  markets  of  the  South — cotton  is  classed  right 
at  the  bale.     If  the  cotton  was  classed  at  the  bale  here,  it  would 


'•This  is  incorrect  Cotton  Is  examined  at  the  bale  by  the  deliverer  and  the 
receiver,  but  the  arbitration  is  conducted  in  the  arbitration  rooms  of  the 
exchange  after  the  samples  have  been  opened  up  and  exposed  to  the  air. 
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probably  entail  more  work  than  under  the  present  system,  but 
you  could  have  each  grade  in  a  certificate  by  itself.  Now, 
the  advantage  of  that  would  be  that  if  a  man  took  up  10,000  or 
20,000  balas  on  contract,  and  out  of  that  lot  wanted  to  ship  a 
thousand  bales  of  strict  middling  to  a  spinner,  he  could  ship 
that  cotton  out  without  putting  nim  to  the  enormous  expense 
of  recertificating  the  cotton  that  does  not  go  as  strict  midaling. 
That  would  be  a  distinct  improvement  in  our  contract. 

This  suggestion  that  cotton  be  classed  at  the  bale  at  the  time  samples 
are  drawn  is  pronounced  impractical  by  many  who  defend  the  in- 
spection system  of  the  New  York  Cotton  Exchange.  It  is  argued 
that  if  cotton  is  classed  at  the  bale  it  must  be  classed  as  it  is  brought 
in  by  rail  or  water^  regardless  of  varying  conditions  of  light  or 
weather,  stress  of  work,  or  numerous  other  factors,  any  one  of  which 
might  affect  the  accuracy  of  the  classification.  In  defense  of  the 
present  system  it  is  urged  that  samples  of  cotton  are  graded  only 
under  the  best  conditions  obtainable;  that  the  work  of  classing  is 
intrusted  to  ex|>erts  receiving  liberal  salaries,  who  are  not  overworked, 
and  who,  in  fact,  do  not  attempt  to  class  cotton  unless  weather  condi- 
tions are  favorable. 

It  has  been  urged  that  the  cotton  exchange  should  employ  a  better 
class  of  labor  for  the  work  of  preliminary  inspection.  In  this  con- 
nection the  spot-cotton  representative  of  a  New  York  house  said : 

Increase  the  standard  of  the  men  on  the  dock.  For  all  prac- 
tical purposes  men  can  be  secured  to  grade  cotton  on  the  dock,  but 
they  of  course  ought  to  be  supervised  and  overlooked  by  some- 
body else.  When  it  comes  to  the  final  detail,  the  grading  ought 
to  be  subject  to  the  graders  inside.  For  years  and  years  before 
this  system  was  established  the  men  on  the  dock  handled  the  cot- 
ton just  as  satisfactorily.  They  do  it  in  the  South  to-d^y.  They 
send  a  man  out  and  he  ships  it  from  the  field,  or  wherever  it 
is.  I  have  always  held  that  the  men  on  the  dock  could  be  as  com- 
petent as  the  men  inside,  but  you  can  not  get  them  for  $18  or 
$20  a  week.    Thei*e  is  where  the  trouble  is. 

In  reply,  members  of  the  classification  committee  contended  that 
even  well-paid  experts  could  not  class  cotton  accurately  at  the  dock. 
One  of  the  great  advantages  urged  in  favor  of  the  New  York  sys- 
tem is  that  the  room  where  the  actual  work  of  classification  is  per- 
formed has  been  selected  with  a  special  view  to  obtaining  an  even 
light.  Moreover,  before  samples  of  cotton  are  sent  to  the  classification 
room  they  are  supposed  to  be  o])ened  up  for  twenty-four  hours  in  the 
sample  rooms  of  the  inspection  bureau.  Such  a  provision  for  opening 
up  samples  is  considered  very  desirable,  and  it  is  contended  that  if  the 
work  of  classification  were  performed  at  the  bale,  immediately  after 
drawing  the  samples  and  before  they  could  be  thus  opened  up,  serious 
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errors  might  easily  result.    The  inspector  in  chief  of  the  New  York 
Cotton  Exchange  said  on  this  point : 

Cotton  drawn  from  the  bale,  more  especially  if  the  bale  is 
damp,  assumes  a  dark-gray  color,  and  it  is  a  universal  law  of  the 
United  States,  and  even  of  Europe,  that  cotton  shall  have  a  cer- 
tain amount  of  airing  before  any  grade  is  arrived  at.  *  *  * 
You  can  not  find  light  sand  in  a  newly  sampled  bale ;  the  damp- 
ness holds  it. 

There  can  be  no  question  that  the  preliminary  grading  by  the  sub- 
inspectors  at  the  dock  in  New  York  is  extremely  unreliable.  The  in- 
f^pector  in  chief  of  the  inspection  bureau  stated  that  the  classification 
committee  paid  no  attention  whatever  to  the  grades  given  cotton  by 
the  subinspectors,  whose  object  was  mainly  to  place  cotton  into  lots 
which  should  consist,  so  far  as  possible,  of  fairly  homogeneous  grades. 
He  stated  that  even  this  was  very  imperfectly  accomplished.  This 
was  due  in  many  cases  to  lack  of  ability  and  skill  on  the  part  of  the 
subinspectors,  but  in  other  cases  was  due  to  the  unsatisfactory  light 
under  which  they  were  compelled  at  times  to  class. 

It  seems  hardly  probable,  therefore,  that  cotton  can  be  so  classed 
at  the  docks  as  to  prevent  some  mixture  of  grades  within  a  given 
certificated  lot  without  issuing  a  certificate  for  every  individual  bale. 
Since  the  reorganization  of  the  inspection  bureau,  in  1907,  efforts 
have  been  made,  according  to  the  inspector  in  chief,  to  bring  about 
greater  uniformity  in  the  cotton  in  each  lot,  and  in  order  to  accom- 
plish this  the  practice  has  been  adopted  of  making  smaller  lots 
instead  of  including  a  large  number  of  bales  in  one  lot.  The  sug- 
gestion of  a  certificate  for  each  individual  bale  is  not,  however,  gen- 
erally favored. 

Unless,  therefore,  some  means  of  still  further  improving  the 
quality  of  the  work  performed  by  assistant  inspectors  at  the  dock 
can  be  devised,  the  most  practical  means  of  facilitating  the  segrega- 
tion of  contract  cotton  by  the  receiver  appears  to  be  the  identification 
of  individual  bales  within  the  established  lots.  Such  identification 
of  bales  would  also  meet  the  objection  very  frequently  advanced 
against  the  New  York  method  of  certification,  that  when  a  grade 
certificate  has  been  broken  for  the  purpose  of  taking  out  certain 
bales  of  cotton  the  remaining  bales  can  be  recertificated  only  by 
submitting  them  for  reclassification,  with  consequent  expense.  If 
each  bale  were  identified  as  to  grade,  there  would  be  no  occasion  for 
such  reclassification.  The  identification  of  individual  bales  is,  there- 
fore, exceedingly  desirable.  In  addition,  of  course,  there  should  be 
an  improvement,  as  far  as  possible,  in  the  grouping  of  cotton  by 
assistant  inspectors  at  the  dock,  so  that  the  cotton  placed  in  any  given 
lot  shall  be  restricted  more  nearly  than  at  present  to  a  single  grade 
or  half  grade. 

45156—08 8 
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Section  7.  Proposed  change  in  classification  of  irregular  cotton  at  New 
York, 

Another  proposed  change,  and  one  of  considerable  importance,  is 
that  the  value  of  tinged  and  stained  and  other  irregular  cotton  sub- 
mitted for  contract  delivery  in  the  New  York  market  be  determined 
by  arbitration,  as  in  New  Orleans.  At  the  present  time,  it  will  be  re- 
called, the  New  York  Cotton  Exchange  maintains  arbitrary  standards 
for  discolored  cotton  and  also  establishes  arbitrary  differences  for  such 
arbitrary  types.  The  establishment  of  fixed  differences,  as  shown  iii 
Part  I,  for  these  or  even  for  regular  grades  of  cotton  is  altogether 
objectionable.  Even  if  differences  were  established  in  New  York  as 
often  as  once  a  month,  as  suggested  in  Part  I,  it  is  argued  that  they 
should  not  be  established  for  irregular  cotton,  and  that  standards  or 
working  types  for  such  cotton  should  not  be  maintained,  but  that  the 
value  of  such  cotton  should  be  determined  in  the  case  of  each  in- 
dividual delivery  by  arbitration.  Owing  to  the  fact  that  the  certifi- 
cate system  is  employed  in  New  York,  this  change  involves  many 
practical  difficulties.  Such  cotton  could  not  readily  be  described  on 
the  grade  certificates.  A  much  more  important  consideration  is  that 
deliveries  in  New  York,  in  cases  where  a  part  of  the  tender  consisted 
of  such  irregular  cottons,  could  no  longer  be  made  simply  by  the 
transfer  of  grade  and  warehouse  certificates.  This  suggestion  for 
combining  with  the  certificate  system  a  system  of  arbitration  for  por- 
tions of  deliveries  is  one  of  very  doubtful  practicability.  On  the  other 
hand,  there  can  be  no  possible  question  that  the  establishment  of  ar- 
bitrary types  for  these  irregular  grades  is  open,  under  any  system  of 
differences,  to  very  serious  objection.  If  the  difficulties  of  determining 
the  value  of  such  nondescript  cotton  by  arbitration  can  not  be  over- 
come, the  most  practical  solution  of  the  difficulty  appears  to  be  the 
absolute  exclusion  of  a  still  larger  portion  of  such  irregular  cottons 
from  contract  delivery. 

Section  8.  Proposed  extension  of  New  York  warehousing  and  certificating 
system  to  southern  markets. 

Arguments  in  favor  of  the  plan. — In  order  to  meet  the  diffi- 
culties which  the  Xew  York  market  encounters  in  its  efforts  to  main- 
tain a  large  and  representative  stock  of  cotton,  some  members  of 
the  New  York  Cotton  Exchange  have  for  years  urged  the  extension 
of  the  New  York  warehousing  and  certificating  system  to  southern 
markets.  This  plan,  in  brief,  provides  that  warehouses  shall  be 
licensed  in  southern  markets,  under  the  control  of  the  New  York 
Cotton  Exchange,  and  that  cotton  stored  in  such  warehouses  shall  be 
sampled  at  the  warehouse  and  the  samples  sent  to  New  York  to  be 
cla&sed  by  the  inspection  bureau  of  that  exchange.  Such  cotton,  if 
certificated,  would  be  tenderable  on  New  York  contracts  without 
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actually  being  brought  to  New  York,  the  receiver  being  allowed 
to  deduct  from  the  contract  price  the  cost  of  freight  and  other  ship- 
ping expenses  from  the  actual  delivery  point  to  New  York. 

The  main  purpose  of  such  extension  of  the  certificate  system  is  to 
provide  operators  in  the  New  York  market  with  a  larger  supply  of 
cotton  on  which  to  draw  in  fulfillment  of  their  contracts.  The  argu- 
ment is  that  such  extension  of  the  system  would,  in  the  first  place, 
make  corners  or  squeezes  in  New  York  much  more  unlikely,  and 
this  is  one  of  the  principal  grounds  on  which  such  extension  of  the 
system  is  advocated.  A  further  argument  advanced  in  support  of 
the  plan  is  that  the  supply  of  cotton  against  which  New  York  con- 
tracts would  be  sold  would  be  much  more  representative  of  the 
general  character  of  the  crop  instead  of  consisting  of  surplus  grades, 
or  an  extremely  mixed  assortment  of  grades,  as  at  the  present  time. 

This  matter  has  been  the  subject  of  several  reports  by  a  special 
committee  of  the  New  York  Cotton  Exchange.  The  first  report  of 
this  committee  was  made  in  May,  1903.  In  summing  up  the  advan- 
tages of  the  proposed  plan  the  committee  said : 

It  will  gradually  establish  a  uniform  national  grade  of  cotton. 
The  certificate  will  assure  the  buver  that  the  cotton  is  all  in  the 
warehouse  as  stated,  and  that  the  ^rade  is  guaranteed.  Recla- 
mations will  be  reduced  to  a  minimum,  especially  for  grade. 
The  planter  or  dealer  can  let  the  cotton  stay  in  the  South  at 
cheap  storage  till  he  sells  to  mills  and  exporters.  Duplicate 
samples  will  enable  the  owner  to  offer  his  certificated  cotton  in 
any  market  or  to  any  buyer.  The  buyer  can  take  and  pay  for 
the  certificate  and  leave  the  cotton  where  it  is  till  he  is  ready 
to  order  it  elsewhere  or  resell  it  on  contract.  The  fact  that  it 
is  stored  cheaply  in  the  South,  and  that  the  buyer  gets  a  full  al- 
lowance for  receiving  it  there,  will  attract  buyers  much  more 
than  if  it  is  stored  m  New  York.  The  owner  can  tell  at  any 
moment  whether  he  can  do  better  by  selling  direct  to  a  spot 
buyer  or  for  future  delivery  (of  the  certificate)  in  New  York. 
The  large  future  market  in  New  York,  its  money  facilities,  and 
it  being  the  issuer  of  the  certificates,  will  make  it  a  large  market 
for  the  sale  of  certificated  cotton  by  sample,  just  as  it  formerly 
was  the  market  for  "  transit  "  cotton. 

In  its  third  report,  issued  in  August,  1904,  the  committee  said : 

The  almost  entire  divorce  of  the  spot  business  from  the  future 
business  in  our  market  has  caused  a  false  and  unfortunate  and 
a  very  hurtful  idea  to  prevail  in  our  exchange,  especially  among 
the  younger  and  more  recent  members.  The  two  kinds  of  busi- 
ness are  considered  as  inimical.  The  buyers  and  the  sellers  of 
futures  are  considered  as  natural  enemies.  The  buj^er  is  sup- 
posed to  buy  futures  because  the  cotton  will  not  (we  had  almost 
Avritten  "  can  not ")  be  delivered  to  him ;  and  the  seller  is  sup- 
posed to  sell  because  the  buyer  does  not  want  the  cotton  and 
will  not  call  for  it.  It  is  needless  to  say  that  this  is  reducing 
legitimate  business  and  legitimate  speculation  to  the  basis  of 
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gambling;  it  brings  discredit  on  the  exchange  and  its  members. 
The  exchange  must  take  the  position  before  the  country  and  the 
law  that  its  contracts  are  genuine  business  and  not  gambling, 
because  they  can  he  fulfilled  whenever  delivery  is  called  for,  and 
that  every  precaution  is  taken  to  insure  the  validity  of  the  con- 
tract. 

The  argument  that  the  extension  of  the  system  would  provide  a 
more  representative  assortment  of  grades  for  tender  on  contract  has 
already  been  indicated  in  the  excerpt  from  the  committee's  report 
given  on  page  255  of  Part  I. 

General  objections  to  the  plan. — This  proposed  extension  of  the 
certificate  system  to  include  southern  markets  is  strongly  objected  to 
on  several  grounds.  A  particular  objection  is  that  the  buyer  of  a 
New  York  contract  who  desires  to  take  up  cotton  wants  that  cotton 
delivered  to  him  in  the  New  York  market,  whereas  under  the  proposed 
system  he  not  only  often  would  not  receive  it  there,  but  would  not 
know,  at  the  time  he  bought  the  contract,  where  he  would  receive  it. 
A  factor  in  New  Orleans  said  on  this  point : 

A  purchaser  of  contracts  would  not  know  whether  the  cotton 
purchased  by  him  was  in  Alabama,  Arkansas,  Texas,  or  any  other 
cotton  State.  He  could  not  tell  how  long  it  would  take  him  to  get 
the  cotton  to  either  mill  or  port  for  foreign  shipment.  He  would 
be  at  sea  as  to  storage  and  insurance  charges.  He  could  specify 
no  time  of  delivery  if  ordered  out  for  shipment. 

If  a  buyer  buys  either  cotton  contracts  or  cotton  in  New  Orleans, 
he  wants  what  he  purchases  in  that  market,  and  not  a  certificate 
showing  the  grade  and  weight  of  cotton  in  New  Mexico  or  Little 
Rock,  Ark. 

A  leading  exporter  in  the  New  Orleans  market  said,  in  substance : 

I  do  not  think  the  extension  of  the  certificate  system  by  the 
New  York  Cotton  Exchange  is  either  feasible  or  advisable.  The 
deliverer  of  cotton  on  contract  invariably  tries  to  make  the  re- 
ceiving of  cotton  as  difficult  as  possible.  Deliverers  always  try 
to  give  you  what  you  do  not  want.  An  exporter  certainly  would 
not  want  cotton  in  the  interior,  and  he  would  not  wish  to  take 
cotton  from  any  port  that  might  be  named  or  selected  by  the  party 
making  the  delivery.  1  have  certain  facilities  for  handling  cotton 
and  financing  the  same  in  New  Orleans  or  New  York,  but  I  have 
none  in  Galveston.  If,  therefore,  I  were  to  take  cotton  on  con- 
tract and  it  should  be  delivered  to  me  in  Galveston  it  would  place 
me  at  a  great  disadvantage.  Or,  to  take  an  extreme  case,  if  it 
were  delivered  to  me,  say,  m  Charleston  in  the  summer  months  it 
would  often  be  absolutely  impossible  to  export  that  cotton  with- 
out reshipping  it  to  another  port.  There  are  sometimes  weeks  and 
maybe  months  when  there  is  not  a  vessel  sailing  from  the  port  of 
Charleston.  If  in  a  time  like  this  I  should  receive  cotton  at  that 
port  I  would  either  be  compelled  to  hold  it  until  a  vessel  was 
available  or  ship  to  some  other  port  by  rail. 

In  answer  to  this  objection  it  is  urged  that  a  great  majority  of 
buyers  of  contracts  in  the  New  York  market  do  not  care  to  take  up 


PROPOSED  EXTENSION   OF   NEW  YOBK  CERTIFICATE  SYSTEM.    117 

cotton,  but  are  vitally  interested  in  having  their  contracts  represented 
by  merchantable  cotton.  Even  in  the  case  of  those  buyers  who  would 
prefer  to  take  up  cotton  on  contract,  it  is  argued  that  in  many  cases 
it  would  be  much  more  satisfactory  to  them  to  receive  it  in  some 
southern  market  where  it  could  be  shipped  direct  to  spinners  either 
in  the  South  or  in  Xew  England,  or  exported,  than  to  receive  it  in 
New  York. 

It  has  further  been  suggested  that,  in  the  case  of  those  purchasers 
of  contracts  who  would  particularly  desire  to  receive  cotton  in  New 
York,  arrangements  might  be  made  by  which,  on  due  notification, 
the  seller  could  be  compelled  to  bring  the  cotton  to  that  market.  This 
suggestion  seems  entitled  to  serious  consideration,  and  its  adoption 
might  go  far  to  overcome  some  of  the  objections  urged  against  the 
plan  of  extending  the  system  as  a  whole.  It  seems  probable  that  only 
a  portion  of  buyers  of  contracts  would  care  to  insist  on  delivery  at 
Xew  York ;  on  the  other  hand,  the  requirement  of  delivery  there  by 
the  buyer  is  entirely  reasonable.  Due  notice  would,  of  course,  have 
to  be  given  the  seller,  and  the  buyer  would  have  to  allow  a  moderate 
premium  for  such  New  York  deliveries. 

In  connection  with  the  foregoing  objections,  the  special  com- 
mittee, in  its  fourth  report,  issued  in  July,  1907,  said : 

Does  it  not  seem  absurd  that  when  we  have  such  a  perfect  sys- 
tem (tested  by  many  years'  experience)  for  doing  both  a  spot 
and  future  business,  and  extending  it  to  cover  the  spot  trade  in 
the  South,  we  should  insist  that  if  a  member  wants  to  certificate 
and  sell  a  bale  of  cotton  he  must  bring  it  here,  where  nobody 
really  wants  it,  where  there  is  not  a  single  mill  to  use  it,  and 
thereby  add  to  its  cost  the  additional  expense  of  handling  it  in 
this  city,  a  useless  addition  because  it  helps  neither  spinner  nor 
planter?  *  *  *  if  the  holder  of  the  certificate  wishes  his 
cotton  shipped  and  has  no  one  to  attend  to  it,  the  warehousemen 
will.  On  being  licensed,  a  regular  charge  for  shipping  cotton 
can  be  agreed  upon  with  the  warehouse  just  as  easily  as  for  stor- 
age and  labor.  The  number  of  points  to  be  allowed  for  freight 
and  charges  from  each  place  to  New  York  can  easily  be  fixed  by 
a  committee  for  the  season,  as  freight  rates  practically  do  not 
vary  in  the  South.  Provision  can  be  made  for  revision  of  these 
allowances  in  case  of  any  important  change  in  mid-season,  but 
such  changes  are  very  unlikely. 

A  further  objection  urged  against  the  system  is  that  it  is  in  the 
interest  of  bear  operators,  since  it  would  enable  such  operators  to 
break  the  contract  market  more  easily  than  under  present  conditions. 
It  is  urged  that,  by  thus  increasing  the  supply  of  deliverable  cotton, 
reckless  short  selling  would  be  encouraged.  In  this  connection  a 
member  of  the  New  Orleans  Cotton  Exchange  said,  in  substance : 

It  is  apparent  that  the  object  of  the  New  York  Cotton  Ex- 
change, or  those  members  of  the  exchange  who  favor  an  exten- 
sion of  the  certificate  system,  is  to  prevent  corners.    Whatever 
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tends  to  prevent  corners  undoubtedly  tends  to  depress  prices,  and 
for  this  reason  the  extension  of  the  certificate  system  would  not 
be  best  for  the  South. 

In  addition  to  this,  the  extension  of  the  system  would  give  a 
great  advantage  to  the  capitalist.  The  small  cotton  merchant 
would  not  want  cotton  in  Texas,  because  he  could  riot  handle  it 
there,  but  the  large  merchant  or  the  man  with  abundant  capital 
could  handle  cotton  in  out-of-the-way  places  much  more  advan- 
tageously than  the  small  merchant. 

Some  of  these  objections  to  the  system  were  summarized  and  re- 
plied to  by  the  committee  in  its  second  report,  as  follows: 

1.  Good  reliable  inspectors  can  not  he  got  in  the  South, — ^Why 
not  in  the  South  as  well  as  here?  They  will  be  fairly  paid. 
They  must  be  bonded.  The  bonding  company  and  the  exchange 
will  both  look  after  them. 

2.  Southern  warehouses  are  too  loosely  and  carelessly  man- 
aged. They  will  not  keep  the  exchange  rules, — The  bonding 
company  will  also  look  after  them  as  well  as  our  inspectors. 
They  must  keep  the  rules  or  lose  their  license.  Their  customers 
who  wish  to  certificate  cotton  will  require  them  to  act  so  as  to 
retain  the  license  or  lose  their  custom. 

3.  The  South  will  not  certificate  cotton  except  to  meet  a 
squeeze^  and  will  not  certificate  desh^ahle  cotton, — Guaranteeing 
the  quality  of  any  raw  material  makes  it  more  salable  and  greatly 
lessens  reclamations.  To  the  buyer  it  will  insure  the  quality  he 
buys;  to  the  seller  it  lessens  the  risks  of  reclamation. 

Jf.  It  would  tic  up  too  much  cotton  in  the  South, — How  can 
certification  "  tie  up  ?  "  It  enlarges  the  market  for  cotton  by 
adding  contract  delivery  to  its  spot  value.  The  answer  to  No. 
3  also  applies. 

6.  Increase  the  New  York  stock  hy  bringing  cotton  here, — It 
does  not  usually  pay  to  bring  cotton  to  New  York.  It  will  be 
far  easier  and  cheaper  to  hola  the  certificated  cotton  in  the  South 
where  it  is  more  available  for  sale  or  delivery. 

6.  People  would  7iot  buy  grain  on  the  produce  exchange  if  it 
could  be  tendered  in  Duluth^  Kansas  City^  etc;  nor  would  they 
buy  stocks  on  the  New  York  Stock  Exchange  if  uncertain  where 
they  would  be  delivered. — People  are  giving  up  trading  on  the 
New  York  Produce  Exchange  and  are  going  to  the  western  ex- 
changes to  trade  because  the  New  York  exchange  does  not  buy 
and  sell  for  delivery  there,  and  the  buyers  want  the  real  article. 

Trading  in  the  stocks  of  railroads,  etc.,  is  not  confined  to  the 
vicinity  of  the  cities  where  they  run.  Their  property  is  repre- 
sented on  the  New  York  Stock  Exchange  by  certificates  of  the 
stock  and  these  are  traded  in  as  we  propose  to  trade  in  cotton 
certificates. 

7,  The  plan  is  in  the  interest  of  the  bears^  and  to  allow  them 
to  issue  notices  and  break  the  b\iU  markets, — It  will  make  it  far 
more  difiicult  to  manipulate,  squeeze,  and  corner  this  market,  and 
if  to  facilitate  such  operations  is  the  object  of  this  exchange  the 
plan  should  be  condemned.  But  the  object  is  to  offer  to  the 
buyers  and  sellers  of  the  world  a  great,  broad  market  controlled, 
not  by  cliques,  but  by  the  laws  of  demand  and  supply ;  a  market 
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where  the  buyer  can  be  sure  of  delivery  when  he  calls  for  it, 
where  he  will  constantly  arrange  for  delivery  because  he  can 
get  suitable  guaranteed  cotton  delivered  to  him  in  the  South, 
from  whence  he  can  ship  it  advantageously  to  any  part  of  the 
world.  The  buyer  can  take  up  cotton  much  more  easily,  be- 
cause banks,  bankers,  and  trust  companies  will  gladly  loan  on 
such  certificates,  the  more  so  because  they  will  know  that  the 
cotton  they  loan  upon  is  in  a  real  spot  market  and  can  be 
promptly  sold  either  as  spots  or  futures.  A  drop  in  futures 
would  bring  in  spot  buyers  at  once  who  would  call  for  the  cotton. 

Objection  to  the  plan  on  the  ground  of  "  differences." — It  un- 
questionably has  been  the  intention  of  many  of  those  who  recommend 
this  extension  of  the  warehouse  and  certificate  system  to  maintain 
it  in  connection  with  the  "  fixed-difference  "  system  of  the  New  York 
Cotton  Exchange.  If  the  New  York  Cotton  Exchange  persists  in 
maintaining  its  present  system  of  establishing  differences,  this  objec- 
tion alone  would  be  sufficient  to  condemn  the  extension  of  the  ware- 
house and  certificate  system.  Some  of  the  objections  to  the  proposed 
plan  on  this  ground  were  stated  by  a  member  of  the  New  York 
Cotton  Exchange  in  a  circular  published  under  date  of  June  5,  1905, 
as  will  be  seen  from  the  following  excerpts : 

There  seems  to  me  to  be  more  need,  however,  of  rectifying 
certain  rules  already  in  force  than  to  seek  to  establish  new  rules 
likely  to  make  burdensome  those  referred  to,  as  will  surely  come 
about,  from  my  point  of  view,  through  the  operation  of  southern 
warehouses  in  connection  with  the  delivery  of  cotton  on  contract 
in  the  New  York  Cotton  Exchange.  *  *  *  Much  stress  seems 
to  have  been  put  upon  the  hindrance  of  the  fulfillment  of  the 
contract  by  the  seller,  who  may  be  squeezed.  Why  is  it  that 
their  voices  are  not  raised  against  the  hindrance  of  the  fulfillment 
of  the  contract  by  the  buyer  when  the  latter  has  cotton  delivered 
to  him  at  excessive  grade  differences  ? 

Among  the  representative  port  and  interior  spot-cotton  mar- 
kets in  the  South  are  New  Orleans,  Galveston,  Savannah,  Mem- 
phis, St.  Ijouis,  Norfolk,  and  Houston.     *     *     * 

These  markets  handle  the  bulk  of  the  crop  in  every  season,  and 
certainly  they  must  know  what  are  the  actual  market  differences 
between  grades,  showing,  as  they  do,  a  premium  of  only  12  to 
31  points  on  good  middhng  over  middling,  and  a  discount  of  144 
to  162  points  on  good  ordmary  under  middling. 

It  will  be  found,  however,  that  under  the  differences  estab- 
lished by  the  New  York  Cotton  Exchange  the  premium  on  good 
middling  is  44  points  and  the  discount  on  good  ordinary  is  only 
100  points. 

It  seems  to  me,  therefore,  that  as  this  matter  of  "  grade  differ- 
ences "  is  largely  involved  in  this  warehouse  proposition,  the  two 
should  have  joint  consideration  and  be  discussed  accordingly. 

Suppose  that  one  of  these  southern  warehouses  should  be  estab- 
lished at  Norfolk,  Va.  The  Norfolk  Cotton  Exchange  would  be 
quoting  a  premium  on  good  middling  of  only  31  points,  and 
quoting  good  ordinary  at  a  discount  of  156  points,  against  44 


120  COTTON   EXCHANGES CLASSIFICATION   OF   COTTON. 

and  100,  respectively,  in  the  New  York  market.  The  deputy 
inspector  of  the  Norfolk  warehouse  (say,  across  the  street  from 
the  cotton  exchange)  would  be  making  out  his  certificate  on  good 
middling  at  44  points  above  middling,  or  13  points  higher  than 
the  market  difference  between  middling  and  good  middling  in 
the  Norfolk  spot  market ;  and  he  would  be  making  out  his  cer- 
tificates on  good  ordinary  at  100  points  below  middling,  or  56 
points  higher  than  the  market  difference  between  middling  and 
good  ordmary  in  the  Norfolk  spot  market. 

Would  the  mere  fact  that  the  deputy  inspector  at  Norfolk 
conformed  to  the  differences  established  by  the  New  York  Cotton 
Exchange  on  good  middling  and  good  ordinary  make  these 
grades  actually  worth  any  more  in  their  relation  to  middling  than 
the  differences  at  which  they  could  be  bought  in  the  open  market 
at  Norfolk?  Of  course  not;  and  what  would  be  true  of  the 
warehouse  certificate  at  Norfolk  would  be  true  of  the  warehouse 
certificate  at  any  other  point  in  the  South. 

This  member  of  the  exchange,  in  discussing  this  matter  further, 
said: 

This  warehouse  business  ought  to  be  killed,  for  one  reason  if 
no  other,  and  that  is  that  they  would  apply  to  tinged  and  stained 
cotton  in  warehouses  in  the  South  under  control  of  our  exchange 
the  same  discounts  on  those  grades  allowed  on  contract  here, 
whereas  in  no  market  in  the  South  where  there  might  be  a  ware- 
house of  this  kind  would  they  be  able  to  find  out  what  was  the 
commercial  discount  on  grades  of  this  kind ;  and  here  would  be 
another  absurdity  of  a  most  glaring  kind. 

Whether  such  an  extension  of  the  certificate  system  would  give 
satisfaction  is  open  to  question.  The  system  undoubtedly  would 
facilitate  the  operations  of  sellers  of  contracts  in  the  New  York  mar- 
ket, and  the  contention  above  presented  that  it  would  impose  ad- 
ditional burdens  upon  the  buyer  is  worthy  of  serious  consideration. 
On  the  other  hand,  the  system  probably  would  enlarge  the  supply 
of  cotton  deliverable  on  New  York  contracts  and  would  result  in  an 
improvement  in  the  character  of  that  stock.  In  any  event,  however, 
such  an  extension  of  the  system  should  be  permitted  only  under  a 
system  of  commercial  differences;  otherwise  such  extension  would 
involve  a  corresponding  extension  of  the  evils  of  fixed  differences, 
fully  discussed  in  Part  I  of  this  report. 
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CHAPTER  IV. 
PSACTICABniTY  OP  A  UNIFOBM  STAHDABD  OP  CLASSIPICATION. 

Section  1.  Present  lack  of  uniformity. 

In  the  opinion  of  many  members  of  the  cotton  trade,  much  dissatis- 
faction over  the  grading  of  cotton  could  be  obviated  if  all  markets 
were  to  adopt  a  uniform  standard  of  classification.  The  absence  of 
such  uniformity  has  already  been  referred  to.  While  the  same  grade 
names  are  used  in  nearly  all  markets,  they  have  a  widely  varying 
significance  in  different  localities. 

The  New  York  Cotton  Exchange  and  the  New  Orleans  Cotton 
Exchange  usually  have  substantially  identical  types  for  white  cotton. 
A  member  of  the  New  Orleans  Cotton  Exchange  who  has  frequently 
ser^'ed  on  the  arbitration  committee  on  classification,  which  prepares 
the  New  Orleans  types,  in  comparing  the  New  York  and  New  Orleans 
standards  said,  in  substance : 

There  is  very  little  difference  between  our  full  types  and  those 
for  the  New  York  exchange  in  white  cotton.  Isew  York  is 
slightly  lower  than  our  cotton  right  straight  through.  Possibly 
on  the  good  grades  they  are  pretty  close;  that  is,  from  strict 
middling  up.  *  ♦  *  Good  ordinary  and  strict  good  ordinary 
are  fair  color.  Low  middling  stands  a  little  color ;  it  is  not  what 
we  call  good-colored  cotton.  Their  [New  York's]  good  ordinary 
white  is  a  different  character  of  cotton.  That  type  is  a  smoky, 
bluish  cotton,  very  undesirable  for  the  spinner,  who  would  rather 
have  bright,  stained  cotton  than  that  dull  cotton.  It  shows  that 
the  cotton  has  been  exposed  to  the  elements  and  the  character  of 
staple  has  depreciated  from  such  exposure.  As  I  told  you  before, 
we  tried  [in  1906]  to  make  our  type  to  correspond  to  the  preced- 
ing year  as  nearly  as  possible.  We  make  the  types  out  of  the  cur- 
rent year's  growth,  tj^pes  that  are  to  be  in  use  in  that  year.  That 
is  the  reason  we  wait  until  November  to  make  our  types. 

This  comparison  is  not  accepted  by  some  other  interests  in  the  cot- 
ton trade,  and  the  standards  of  the  two  exchanges  are  generally  re- 
garded as  nearly  identical  in  most  years,  although,  as  already  shown, 
the  interpretation  of  them  by  classers  is  not.  There  is  a  fairly  close 
correspondence  between  the  standards  of  these  two  exchanges  and 
those  of  a  few  other  exchanges  which  profess  to  maintain  standards. 
A  considerable  number  of  southern  exchanges,  it  may  be  noted,  do  not 
regularly  maintain  standards. 
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On  the  other  hand,  there  is  a  very  wide  divergence  between  the 
standards  of  New  York  and  New  Orleans  and  those  of  certain  other 
important  markets.  For  instance,  middling  cotton  in  Augusta  is  ordi- 
narily quoted  at  from  a  half  cent  to  a  cent  a  pound  above  the  mid- 
dling of  Savannah,  whereas  naturally  the  same  grade  at  Savannah 
should  command  a  premium  over  the  price  at  Augusta  to  cover  the 
increased  cost  of  shipping  the  cotton  to  the  former  point.  This  ap- 
parent discrepancy  is  mainly  due  to  the  fact  that  the  middling  cot- 
ton of  Augusta  is  a  decidedly  higher  grade  than  the  middling  cotton 
of  Savannah,  and,  for  that  matter,  of  most  other  American  markets. 
It  should  be  noted,  moreover,  that  Savannah,  being  primarily  an 
export  market,  has  seen  fit  to  adopt  the  Liverpool  classification.  The 
Liverpool  standards  vary  considerably  from  those  of  New  York, 
the  high  grades  in  the  Liverpool  classification  being  generally  some- 
what lower  than  the  corresponding  grades  at  New  York,  while  the 
lower  grades  at  Liverpool  are  distinctly  better  than  the  correspond- 
ing grades  in  the  New  York  classification.  There  is  comparatively 
little  difference  with  respect  to  middling  itself,  but  the  middling  of 
New  York  is  generally  regarded  as  a  rather  better  style  of  cotton 
than  the  middling  of  Liverpool.  The  relation  between  the  Liver- 
pool and  New  York  standards  is  indicated  by  the  following  excerpt 
from  a  letter  from  the  secretary  of  the  Liverpool  Cotton  Association, 
of  March  17,  1890,  to  the  New  York  Cotton  Exchange,  in  regard  to 
a  comparison  made  of  the  standards  of  the  two  exchanges : 


New  York 
standard. 

Fair 

Middling  fair. 

Good  middling 
Middling 


Equivalent  in  Liverpool 
standard. 


No  standard. 

Fully  equal  to  Liver- 
pool standard  or  a 
shade  better. 

Do. 

Equal. 


Now  York 
standard. 

Low  middling 

Good  ordinary 

Ordinary 

Strict  ordinary 


Equivalent  in  Liverpool 
standard. 


Lower  in  grade  and  more 
leafy,  but  whiter. 

Lower  by  half  to  one 
grade. 

Do. 

No  standard. 


The  four  last-mentioned  standards  are  apparently  of  Gulf  cot- 
ton, and  are  uniformly  bluer  and  more  leafy  than  the  Liverpool 
standards." 

This  comparison  of  the  New  York  and  Liverpool  standards  is  not 
fully  accepted  by  the  cotton  trade,  but,  as  above  stated,  the  low  grades 
in  the  Liverpool  classification  are  generally  conceded  to  be  better  than 
the  corresponding  low  grades  in  the  New  York  classification,  while 
the  reverse  is  true  of  the  high  grades. 

Following  is  a  comparison  of  various  grade  types  for  the  Augusta, 
Liverpool,  and  New  York  markets,  as  made  by  two  of  the  largest  cot- 

^  In  the  list  New  York  low  middling  is  pronounced  whiter  than  the  Liverpool 
type. 
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ton  merchants  in  Augusta.  These  merchants  disagreed  as  to  the 
interpretation  of  the  New  York  standards  in  the  case  of  several 
grades,  and  in  such  cases  the  views  of  both  are  therefore  given,  being 
distinguished  by  the  letters  (a)  and  (6). 

COMPARISON  OF  GRADE  STANDARDS  OF  AUGUSTA,  LIVERrOOL,  AND  NEW  YORK. 


Aufirusta. 


Liverpool. 


New  York. 


Ordinary j  Fully  good  ordinary Strict  good  ordinary. 

Low  middling. 

'  r(a)  Strict  low  middling. 


Goodoidinaxy ;  Low  middling 

I 
Strict  good  ordinary Strict  low  middling 

Low  middling Middling 


[(b)  Almost  low  middling. 
Almost  middling. 

strict  low  middling Fnllymlddltag !|(a)  Atoort  strict  middling. 

[{b)  Middling. 


Middling 


Strict  middUng. 


Good  middling , 


Strict  good  middling 


Oood  middling 


Fully  good  middling. 


Barely  middling  fair 


Middling  fair. 


1(6; 

,,. 

1(6 

|(a 
l(& 


)  Almost  good  middling. 
(b)  Strict  middling. 

(a)  Almost  strict  good   mid- 
dling. 

(b)  GkxHl  middling. 
)  Almost  middling  fair. 

(b)  Strict  good  middling. 

(a)  Fully  middling  fair. 

(b)  Middling  fair. 


The  above  comparison  can  not  be  regarded  as  official  or  conclusive, 
since  it  simply  gives  the  views  of  two  merchants,  who,  moreover,  it 
will  be  seen,  differed  in  their  opinions  of  certain  grades. 

There  is  as  a  rule  a  closer  correspondence  between  the  standards  or 
types  of  middling  cotton  than  between  those  for  other  grades, 
although  from  what  has  been  said  it  is  clear  that  the  standards  of 
different  markets  for  middling  cotton  itself  are  by  no  means  iden- 
tical, even  with  respect  to  superficial  appearance.  In  some  other 
respects  there  are  wide  divergences  in  local  standards,  even  for  mid- 
dling. Thus,  middling  cotton  from  the  Mississippi  delta  district, 
while  in  superficial  appearance  similar  to  that  in  eastern  parts  of 
the  cotton  belt,  would  show  marked  differences  with  respect  to  the 
length  of  staple,  the  "  body,"  and  other  characteristics.  In  the  same 
way,  middling  cotton  from  certain  sections  of  Texas  and  Oklahoma 
is  a  decidedly  different  product  from  the  middling  of  Arkansas  or 
Mississippi. 

With  respect  to  the  grades  other  than  middling,  the  divergence  in 
local  standards  is  at  times  pronounced. 

The  present  confusion  in  the  so-called  standards  of  various  markets 
is  emphasized  in  a  number  of  statements  obtained  by  the  Bureau 
from  representative  cotton  men.  A  merchant  of  Greensboro,  N.  C, 
said: 

Cotton   from   different   sections   represents  different   values. 
For  instance,  middling  cotton  from  Mississippi  is  given  prefer- 
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eBce  over  middling  cotton  from  Geor^a,  and  middling  cotton 
from  Georgia  will  bring  a  higher  price  than  middling  cottcm 
from  North  Carolina.  That  is  owing  not  only  to  a  difference  in 
staple  but  in  the  general  character  of  the  cotton — what  we  call 
the  "  body  "  of  the  cotton.  ♦  *  *  The  Mississippi  cotton, 
for  instance,  has  the  heaviest  body  and  strongest  fiber  of  the 
cotton  of  any  State  east  of  the  Mississippi  River,  unless  it  be 
Louisiana.  Georgia  cotton  has  about  the  same  body  as  Caro- 
lina cotton,  but  better  staple.  But  the  grade  of  the  cotton  is 
not  determined  by  the  staple  nor  the  body  of  the  cotton,  but  by 
its  character  as  to  cleanliness  and  color. 

An  operator  in  the  New  York  market  said : 

At  the  present  time  different  standards  prevail  in  all  the  more 
important  cotton  markets  of  the  world.  The  Liverpool  standard 
is  not  identical  with  the  New  York  standard,  and  neither  of  them 
agrees  with  the  New  Orleans  standard.  In  the  less  important 
spot  markets  standards  vary  widely.  The  standard  of  mid- 
dling in  Augusta,  Ga.,  is  much  higher  than  the  standard  in 
Savannah — less  than  a  night's  journey  away;  the  standard  for 
middling  in  Charleston  differs  widely  from  the  standard  of 
middling  in  Norfolk.  The  difference  in  standards  even  between 
Houston  and  Galveston,  only  some  two  hours  apart,  is  palpable. 

Another  merchant  said : 

I  would  rather  have  strict  good  ordinary  cotton  from  Mem- 
phis or  Natchez,  or  from  Vicksburg  or  Helena,  or  practically 
any  of  the  southwestern  markets,  at  three-fourths  of  a  cent  a 
pound  more  than  if  it  came  from  Columbia,  S.  C.  If  I  had  an 
offer  to-day  [October,  1907]  of  a  hundred  bales  of  strict  good 
ordinary  cotton  from  Mempnis  at  9  cents  a  pound,  I  would  buy 
it,  but  if  I  had  an  offer  of  8^  from  Columbia  I  do  not  think  I 
would  buy  it. 

Section  2. 'Evils  resulting  from  lack  of  uniform  standards. 

Alleged  injuby  to  cotton  growers. — This  lack  of  uniformity  in 
standards  of  classification  necessarily  results  in  conflicting  quota- 
tions in  different  markets.  As  just  pointed  out,  middling  cotton  in 
Augusta  is  usually  quoted  distinctly  higher  than  that  grade  in  Savan- 
nah, whereas,  logically,  Savannah  should  be  the  higher  market.  This 
condition  is  more  or  less  common  among  local  markets  throughout 
the  cotton  belt.  Such  lack  of  uniformity  in  grading,  and  the  conse- 
quent absence  of  correspondence  between  quotations  for  the  differ- 
ent markets,  have,  in  the  opinion  of  some  cotton  growers,  caused 
extremely  heavy  loss  to  the  cotton  producer.  The  cotton  planter,  and 
particularly  the  small  cotton  grower,  have  only  rough  ideas  of  the 
grading  of  cotton  in  the  leading  markets,  whereas  the  larger  cotton 
buyers,  who  are  familiar  with  the  types  of  the  different  markets,  are 
able  to  translate  the  standards  of  one  market  into  those  of  another 
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and  thus  have  an  advantage  in  dealing  with  the  producer.    In  this 
connection  a  cotton  merchant  of  Dallas,  Tex.,  said,  in  substance: 

In  many  interior  towns  there  are  unscrupulous  and  dishonest 
buyers  who  habitually  grade  the  farmer's  cotton  too  low.  Cotton 
is  often  shipped  from  the  interior  to  some  central  point  subject 
to  the  buyers  classification,  and  sometimes  controversies  arise 
over  this  classification.  *  *  *  There  is  no  doubt  that  the 
farmers  in  many  sections  are  absolutely  robbed  year  after  year 
by  unscrupulous  buyers,  and  something  is  needed  to  cure  this 
evil.  The  present  system  of  buying  is  calculated  to  deceive  the 
uninformed  farmers. 

A  New  England  manufacturer  who  had  formeny  spent  many  years 
in  the  spot-cotton  business  in  the  South  said : 

A  uniform  standard  would  be  a  particular  advantage  to  the 
southern  planter.  In  my  opinion  the  southern  cotton  planter  is 
swindled  out  of  millions  of  dollars  every  year  because  of  his 
lack  of  knowledge  of  grades.  Just  after  the  war  I  spent  twenty 
years  in  the  spot-cotton  business  in  New  Orleans,  and  I  have  been 
told  that  in  some  sections  there  were  only  two  grades  of  cotton, 
known  as  "  good  "  and  "  sorry,"  and  the  planter  sold  his  cotton 
under  one  of  these  classes.  The  average  cotton  farmer  is  no 
judge  of  cotton,  and  if  there  were  an  established  standard  with 
which  he  might  familiarize  himself,  there  is  no  doubt  but  that  he 
would  profit  thereby. 

A  cotton  merchant  of  Montgomery,  Ala.,  said,  in  substance : 

An  evil  has  grown  out  of  the  lack  of  uniform  classification 
that  seriously  a&cts  the  farmers.  One  local  market  will  make  its 
standard  higher  than  another  and  thus  open  the  way  for  a  better 
nominal  price  than  a  near-by  competing  one,  while  in  fact  the 
price  is  really  less.  Cotton  merchants  of  Selma,  Ala.,  for  instance, 
are  in  the  habit  of  grading  their  cotton  close  and  offering  the 
farmer  more  than  the  market  price  for  middling  in  a  small  near- 
by market  where  cotton  is  differently  graded,  and  a  farmer  is 
made  to  believe  he  receives  a  certain  price  for  middling  cotton 
when  as  a  matter  of  fact  his  cotton  should  grade  above  middling. 

In  considering  charges  that  the  grower  of  cotton  has  thus  been  vic- 
timized, it  must  be  remembered  that  competition  in  the  buying  of 
cotton  often  is  keen,  and  that  representatives  of  several  buyers  are 
ordinarily  found  during  the  active  crop  season  at  nearly  every  country 
town  of  importance.  It  is  a  common  thing  for  several  such  buyers' 
agents  to  bid  on  the  small  lots  of  cotton  which  the  farmer  brings  to 
market ;  so  that  it  does  not  necessarily  follow  that,  because  the  farmer 
is  not  well  informed  as  to  the  exact  grade  of  his  cotton,  he  does  not 
get  substantially  the  market  price  for  it. 

In  this  connection  a  member  of  the  New  York  Cotton  Exchange 
said: 

From  an  experience  of  about  sixteen  years  in  the  cotton  busi- 
ness in  Mississippi,  I  never  saw  that  a  farmer  needed  any  guard- 
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ian.  The  competition  between  shippers  is  always  keener  than 
the  supply  of  cotton,  and  the  farmer  always  gets  full  value  for 
his  cotton. 

Another  member  of  the  New  York  Cotton  Exchange  said : 

There  are  g:enerally  six  or  seven  buyers  for  every  bale  of  cotton 
that  comes  into  the  street.  You  never  find  cotton  coming  into  an 
interior  town  and  only  one  buyer,  or  even  two. 

On  the  other  hand,  it  is  contended  that  buyers  frequently  agree  to 
limit  their  bids  for  the  farmers'  cotton,  so  that  competition  often  is 
less  active  than  the  number  of  buyers  might  indicate  and  often 
insufficient  to  insure  the  grower  a  fair  price  for  his  product. 

Injurious  effect  of  lack  of  unifor3Iity  on  future  business. — 
It  is  probable  that  the  cotton  grower  does  suffer,  at  times,  by  reason 
of  the  present  lack  of  uniformity  in  classification  of  cotton.  How- 
ever this  may  be,  there  can  be  no  possible  doubt  that  such  lack  of 
uniformity  has  been  a  source  of  serious  difficulty  in  connection  with 
the  operation  of  the  future-contract  system. 

The  most  striking  difficulty  occurs  in  connection  with  the  establish- 
ment of  grade  differences  for  settlement  of  future  contracts  at  New 
York.  It  was  shown  in  Part  I  of  this  report  that  the  New  York 
local  spot  market  is  not  sufficiently  broad  to  furnish  a  basis  for 
determining  the  true  commercial  differences  in  prices  between  grades. 
It  is  necessaiy  to  ascertain  such  differences  by  reference  to  prices  in 
southern  markets.  Obviously  variations  in  classification  of  cotton 
in  southern  markets  render  it  difficult  to  determine  just  what  the 
true  commercial  differences  really  are.  As  shown  in  Part  I,  one  of 
the  grounds  upon  which  the  revision  committee  of  the  New  York 
Cotton  Exchange  attempted  to  justify  its  action  on  grade  differences 
in  November,  190(),  was  that  the  quotations  reported  to  it  from  some 
southern  markets  did  not  correctly  represent  the  prices  of  the  grades 
quoted.  While  such  contentions  were  shown  to  be  greatly  exagger- 
ated, it  was  undoubtedly  difficult  at  that  time,  as  at  all  times,  because 
of  the  lack  of  uniformity  in  standards,  to  determine  accurately  the 
true  differences  for  the  various  grades  of  cotton  in  southern  markets. 
This  does  not  excuse  the  New  York  revision  committee  for  its 
improper  revision  in  November,  1906,  however,  since  it  is  possible  to 
make  at  least  approximate  allowance  for  discrepancies  in  stand- 
ards. At  the  same  time,  the  adoption  of  uniform  standards  would 
go  far  to  obviate  the  difficulty  in  question. 

Furthermore,  tlie  lack  of  uniform  grade  standards  is  bound  to 
result  in  controversy  between  buyers  and  sellers  of  future  contracts 
when  delivery  is  made.  Thus,  the  cotton  merchant  who  has  bought 
cotton  at  some  interior  market  where,  according  to  the  standards 
used,  it  is  considered  of  a  certain  grade,  is  likely  to  complain  if, 
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when  he  delivers  such  cotton  on  future  contracts  in  New  Orleans  or 
New  York,  it  is  graded  lower.  Such  complaints  are,  indeed,  very 
numerous.  Still  again,  in  markets  which,  like  New  Orleans,  vary 
their  standard  types  from  year  to  year  to  correspond  with  different 
crops,  confusion  is  likely  to  result  from  such  changes. 

Lack  of  uniformity  a  source  of  controversy  in  spot  transac- 
tions.— The  lack  of  a  uniform  standard  is  also  doubtless  responsible  in 
large  measure  for  the  numerous  disagreements  which  constantly  occur 
between  cotton  merchants  and  spinners.  It  has  already  been  shown 
that  a  vast  amount  of  cotton  is  sold  to  spinners  on  the  basis  of  samples 
or  of  private  marks  for  which  private  types  are  maintained.  In  such 
eases  a  difference  of  ideas  as  to  official. standards  is  of  less  importance, 
because  the  only  point  to  be  determined  is  whether  the  cotton  shipped 
corresponds  to  the  sample  or  private  mark  upon  which  it  was  sold. 
On  the  other  hand,  a  considerable  amount  of  cotton  is  sold  "  on  de- 
scription"— ^that  is,  the  cotton  is  called  a  certain  grade.  Disputes  over 
such  transactions  have  been  very  numerous,  owing  mainly  to  the  ab- 
sence of  any  common  understanding  as  to  the  identity  of  the  various 
grades.    In  this  connection  one  large  spinner  said: 

We  all  talk  in  a  different  language;  if  we  all  talked  in  the 
same  language,  a  bale  of  middling  cotton  would  be  a  bale  of  mid- 
dling cotton  everywhere,  and  we  would  all  know  what  we  were 
talking  about. 

A  spinner  of  New  Bedford,  Mass.,  said : 

A  manufacturer  knows  nothing  about  the  weather.  His 
machinery  is  adjusted  to  make  a  certain  kind  of  yarn,  with  the 
allowances  that  are  made  for  the  grades  which  he  uses ;  and  when 
he  buys  cotton  one  year  and  finds  that  he  gets  a  lower  grade  of 
the  same  name  it  upsets  the  manufacture  of  his  goods;  and  in 
addition  to  that  he  does  not  receive  the  value,  and  that  upsets  his 
calculations  as  to  the  cost  of  his  product,  and  it  is  taken  out  of 
his  pocket — out  of  his  estimates  for  profits. 

In  the  export  business  it  is  a  common  practice  in  selling  cotton  on 
description  to  sell  it  subject  to  Liverpool  or  Bremen  classification, 
which  means  that  in  case  of  dispute  the  cotton  is  to  be  arbitrated  by 
the  recognized  standards  of  the  Liverpool  or  the  Bremen  market,  re- 
spectively.  This,  however,  does  not  avoid  controversy  and  dissatisfac- 
tion, owing  to  the  lack  of  agreement  between  the  standards  of  the 
Liverpool  market  and  those  of  American  shippers.  Complaint  has 
been  very  pronounced  that  the  arbitrations  of  these  foreign  exchanges 
have  at  times  been  exceedingly  unfair.  In  this  coimtry  sales  have 
been  made  to  a  limited  extent  subject  to  the  classification  of  the  New 
York  Cotton  Exchange,  but  the  practice  is  by  no  means  general,  and 
this  classification  has  not  given  uniform  satisfaction.  This  is  partly 
due,  no  doubt,  to  errors  in  the  work  of  the  New  York  classification 
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committee,  of  the  sort  already  described  in  preceding  chapters,  but  is 
undoubtedly  due  to  some  extent  to  the  absence  of  a  common  basis  of 
classification. 

Section  3.  Objections  urged  against  a  uniform  system  of  grading. 

In  view  of  the  vast  amount  of  controversy  which  has  attended 
the  grading  of  cotton,  it  would  seem  that  there  was  no  room  for  differ- 
ence of  opinion  as  to  the  desirability  of  a  uniform  standard  of  classi- 
fication. Nevertheless,  some  merchants  were  opposed  to  the  intro- 
duction of  such  a  standard.  This  opposition  was  based  in  part  upon 
considerations  of  personal  interest,  the  objection  being  raised  that 
the  private  marks  or  grades  which  merchants  had  established  were 
a  valuable  asset  and  would  lose  much  of  their  value  in  case  a  uniform 
system  of  grading  were  adopted.  This  objection  was  generally  dis- 
credited on  the  ground  that  there  is  such  a  wide  variety  in  the  quality 
of  cotton  that,  under  a  system  of  uniform  classification  for  the  prin- 
cipal grades,  there  would  be  ample  opportunity  to  establish  and  main- 
tain private  marks  which  would  take  into  consideration  many  in- 
dividual characteristics  of  particular  kinds  of  cotton  which  could 
not  be  provided  for  in  the  official  standards.  This  is  particularly 
true  because  of  great  variations  in  length  and  strength  of  staple. 
These  and  numerous  other  characteristics  which  are  of  vital  impor- 
tance to  the  spinner  would  apparently  leave  a  wide  field  for  the  cotton 
merchant  in  maintaining  private  marks  or  grades. 

Other  objections  advanced  against  the  adoption  of  uniform  stand- 
ards are  of  a  more  general  character.  A  member  of  the  New  York 
Cotton  Exchange  who  opposed  the  adoption  of  a  uniform  standard 
said: 

I  can  not  see  that  it  would  do  any  good.  If  there  w^ere  any 
crying  need  of  it,  there  might  be  some  reason  for  it,  *  *  * 
but  the  present  system  that  we  have  of  grading  cotton  and  selling 
cotton  to  spinners  has  not  been  the  result  of  the  experience  of  a 
few  months  or  a  few  years,  but  of  fifty  years.  It  is  a  world-wide 
trade,  and  it  has  accustomed  itself  to  the  present  development; 
and  for  tlie  Government  to-djiy  to  come  along  and  make  a  change 
would  be  like  changing  the  standard  of  measurement  in  this 
country  from  inches  into  millimeters.  *  *  *  It  is  a  thing 
that  we  are  going  on  so  well  with,  and  the  cotton  trade  of 
America  is  growing  and  the  producer  of  cotton  is  getting  so 
much  more  for  his  crop  of  cotton  every  year,  and  the  spinner  in 
this  coimtry  is  consuming  so  much  larger  a  percentage  every 
year,  that  It  is  questionable  whether  we  should  make  such  an 
important  change. 

A  cotton  merchant  of  Boston  who  opposed  a  uniform  system  of 
grading  said : 

We  can  not  even  use  the  New  York  Cotton  Exchange  types; 
we  can  not  even  use  our  own  types  in  any  large  number  of  mills. 
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We  have  to  absolutely  adopt  the  particular  type  that  pleases  the 
mills.  We  sell  a  man  his  own  cotton,  so  called,  knowing  what  he 
means  by  his  own  cotton.  There  are  hardly  two  bales  of  cotton 
in  the  crop  alike,  so  the  grades  are  only  approximate.  Not  only 
will  the  classification  committee  differ  on  two  classings  of  the 
same  lot  of  cotton,  but  the  same  classer  will  differ  with  himself 
on  the  same  lot.  *  *  *  j  think  the  only  way  is  for  each  mar- 
ket to  do  that  which  in  the  judgment  of  its  best  men  is  best 
suited  for  the  market.  I  might  as  well  try  to  heat  my  house  in 
Georgia  to  fit  the  Boston  weather.  There  is  no  real  necessity  of 
trading  between  those  markets  on  any  settled  parity;  and  if 
there  were,  a  uniform  set  of  rules  and  types  would  not  produce  a 
imiform  parity. 

A  merchant  in  New  England  said,  in  substance : 

There  are  so  many  elements  to  be  taken  into  account  in  classing 
cotton  and  there  is  consequently  so  much  difference  in  individual 
opinion  as  to  grade  that  merchants  and  spinners  would  not  be 
likely  to  adopt  any  standard  that  might  be  fixed.  Cotton  is  sold 
upon  its  merits  and  each  cotton  merchant  has  his  own  peculiar 
notions  as  to  grading,  and  each  mill  its  peculiar  requirements; 
and  the  familiarity  of  the  merchant  with  the  requirements  of  the 
mill  and  the  familiarity  of  the  mill  with  the  merchant's  methods 
of  jading  enable  them  to  transact  their  business  in  an  entirely 
satisfactory  manner,  and  there  is  really  no  use  for  a  standard. 

A  buyer  in  the  Mobile  market  said,  in  substance : 

I  do  not  think  it  possible  to  have  uniform  standards,  consid- 
ering the  variety  of  styles  of  cotton  produced,  and  especially  in 
view  of  the  fact  that  it  would  probably  be  extremely  difficult, 
if  not  impossible,  to  control  the  standards  on  the  European 
markets.  This  brings  up  the  whole  question  of  the  value  of 
cotton  in  any  particular  market.  It  seems  to  me  that  this  is  a 
matter  which  only  concerns  each  market.  Each  market  has  the 
right,  if  it  seems  desirable,  to  establish  its  own  grade,  its  own 
differences,  and  its  own  terms. 

A  cotton  buyer  of  Galveston,  Tex.,  said,  in  substance : 

On  account  of  the  peculiar  nature  of  cotton,  a  standard  of 
types  to  govern  spot  transactions  is  not  practicable.  It  fre- 
quently happens  that  there  is  a  range  of  a  full  grade  in  the  same 
bale,  and  the  bale  must  be  judged  by  taking  into  account  the 
differences. 

There  seems  to  be  little  force  to  such  objections,  on  principle,  to 
the  adoption  of  uniform  standards.  While  it  is  perfectly  true  that 
business  can  be  conducted  without  uniform  standards,  and,  of  course, 
has  been  so  conducted  up  to  this  time,  this  is  no  reason  for  clinging 
to  old-fashioned  methods  if  improvement  is  possible. 

It  was  also  urged  that  so  much  depends  upon  the  ability  and  skill 
of  the  individual  classer  that  uniform  standards,  if  adopted,  would 
not  result  in  any  material  benefit.    This  objection  was  not  generally 
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regarded  in  the  cotton  trade  as  well  taken.  While  several  classers 
using  the  same  standards  would  at  times  undoubtedly  arrive  at 
diflFerent  decisions,  it  seems  reasonably  certain  that  if  the  standards 
were  faithfully  used  it  would  be  a  comparatively  simple  matter  to 
class  the  bulk  of  the  cotton  crop,  and  that,  in  any  event,  a  faithful 
comparison  of  samples  with  such  standards  would  certainly  result 
in  a  material  reduction  in  the  number  of  complaints  over  classi- 
fication. 

Those  who  object  on  principle  to  the  adoption  of  a  uniform  stand- 
ard of  classification  are  in  a  minority.  By  far  the  greater  proportion 
of  those  members  of  the  cotton  trade  interviewed  in  the  course  of  the 
investigation  were  firmly  of  the  opinion  that  such  a  uniform  basis 
was  altogether  desirable. 

Section  4.  Difficulties  in  the  way  of  adopting  uniform  standards. 

While  advocating  a  uniform  standard,  however,  a  great  number  of 
cotton  merchants  were  extremely  doubtful  whether  its  adoption  is  or 
ever  can  be  practicable.  The  difficulties  in  the  way  of  the  adoption  of 
a  uniform  standard  of  classification  may  be  grouped  as  follows : 

1.  Those  arising  from  the  wide  variations  in  the  character  of  the 
product. 

2.  Those  due  to  the  vast  number  of  persons,  of  varying  intelligence, 
who  deal  in  the  product,  and  to  prejudice  in  favor  of  existing  methods, 
owing  to  self-interest,  local  jealousy,  or  indifference. 

Wide  variation  in  characteristics  of  cotton. — It  is  true  that 
cotton,  because  of  its  peculiar  characteristics,  presents  difficulties  in 
the  way  of  the  establishment  of  a  uniform  standard  of  grading  which 
are  not  found  in  the  case  of  some  other  leading  agricultural  staples. 
In  the  case  of  wheat,  for  instance,  the  grade  is  based  in  large  measure 
upon  its  soundness  and  freedom  from  foreign  matter,  the  soundness 
being  readily  determinable  by  superficial  examination  and  by  weigh- 
ing. In  the  case  of  cotton,  however,  soundness  is  only  one  considera- 
tion in  the  establishment  of  the  grade,  and,  in  fact,  under  the  present 
methods  of  grading,  is  a  consideration  which  receives  too  little  atten- 
tion. Cotton  may  be  white  or  tinged  or  stained ;  it  may  be  free  from 
foreign  matter  or  it  may  contain  leaf,  sand,  or  dirt;  the  staple  may  be 
long  or  short,  or  strong  or  weak ;  the  fiber  may  be  soft  and  silky,  or  it 
may  be  hard  and  wiry.  The  gradations  of  difference  in  these  and 
various  other  respects  are  so  numerous  as  virtually  to  result  in  a  mul- 
titude of  what  may  be  called  subgrades.  All  of  these  various  charac- 
teristics affect  the  value  of  the  cotton.  A  further  difficulty  arises  from 
the  fact  that  the  cotton  of  one  crop  may  show  a  general  difference, 
either  in  brightness  or  "  bloom  "  or  in  other  respects,  from  that  of 
another  crop. 
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Still  another  difficulty  is  that  there  are  two  more  or  less  distinct 
classes  of  cotton  grown  in  the  United  States,  namely,  upland  and  gulf, 
the  special  characteristics  of  which  are  not,  however,  usually  considered 
in  grading  cotton  for  contract  delivery.  Upland  cotton  is  largely  pro- 
duced in  the  eastern  portions  of  the  cotton  belt,  while  gulf  cotton  is 
found  chiefly  in  the  lowlands  of  the  Gulf  States.  A  considerable  por- 
tion of  the  Texas  crop,  moreover,  is  really  in  a  class  by  itself,  as  it 
differs  in  many  respects  both  from  the  upland  cotton  of  the  eastern 
cotton  States  and  from  the  gulf  cotton  of  the  lowland  districts.  In 
superficial  appearance  cotton  raised  in  all  three  sections  of  the  belt 
shows  considerable  similarity,  but  with  respect  to  length  and  strength 
of  staple,  or  body,  there  are  very  wide  differences.  Thus,  gulf  cotton 
is  longer  in  staple  than  upland,  and  it  also  ordinarily  possesses  better 
body  or  strength,  the  staple  of  upland  cotton  in  some  years  being  not 
only  distinctly  short  but  brittle. 

It  should  be  noted  that  the  difficulties  above  mentioned  are  not 
peculiar  to  a  system  of  uniform  standards.  The  same  difficulties  exist 
to-day  and  are  aggravated  because  of  the  multiplicity  of  standards. 
Under  present  methods  of  classification  gulf  and  upland  cotton  are 
graded  on  substantially  the  same  basis — that  is,  the  amount  of  color 
and  of  foreign  matter  in  the  staple — ^many  of  the  special  character- 
istics of  the  two  classes  of  cotton  being  ignored.  This  disadvantage 
would  be  no  greater  under  uniform  standards. 

WTiile  it  would  be  extremely  desirable  that  official  standards  should 
take  cognizance  of  the  length  of  staple,  it  is  the  opinion  of  some  of 
the  best  informed  members  of  the  cotton  trade  that  this  is  absolutelv 
impracticable,  owing  not  only  to  the  very  great  variations  in  the 
length  of  staple  in  a  given  crop  and  in  different  crops,  but  also  to 
very  great  differences  of  opinion  among  both  shippers  and  spinners 
as  to  length.  It  might  seem  that  the  length  of  staple  could  be  deter- 
mined with  mathematical  precision.  As  a  matter  of  fact,  there  is 
constant  dispute  on  this  point.  This  is  partly  due  to  the  fact  that 
the  determination  of  the  length  of  staple  depends  somewhat  upon  the 
method  of  pulling  the  fiber  apart.  It  is  mainly  due,  however,  to 
lack  of  sufficient  care  in  measurement.  Whatever  the  reason  may  be, 
there  has  been  almost  endless  dispute  over  this  matter.  What  one 
spinner  calls  1 J  inch,  another  may  call  If  or  1^,  or  even  1^^.  A  cotton 
merchant  of  Boston  said  on  this  point : 

When  you  get  to  staple,  there  is  no  standard.  The  length  of 
cotton  does  not  mean  anything.  I  might  buy  cotton  and  call  it 
1^  inches  staple,  and  a  man  across  the  street  will  call  it  1^. 

This  point  is  also  brought  out  in  the  following  excerpt  from  a 
statement  by  a  merchant  in  the  New  York  market : 

I  can  illustrate  by  a  case  that  came  up  in  the  business  of  the 
firm  I  was  formerly  with  in  Vicksburg;  that  was  probably  be- 
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tween  1892  and  1895.  We  got  a  bale  of  cotton  that  they  told  us 
was  picked  and  ginned  the  same  day.  It  was  what  was  com- 
monly known  as  good  middling  commercially — IJ-inch  cotton. 
We  sent  that  type  to  every  country  in  the  world  where  we  sold 
cotton.  *  *  *  From  that  day  until  this  we  have  continued 
to  sell  cotton  of  that  type.  *  *  *  'We  have  continued  on 
that  plan  and  have  sold  hundreds  of  thousands  of  bales  of  cot- 
ton of  that  type  to  dozens  and  dozens  of  spinners,  and,  so  far  as 
I  know,  we  have  not  found  any  two  of  them  that  call  it  the 
same  thing.  One  man  called  it  "  short  IJ ;  "  one  spinner  in  New 
Bedford,  Mass.,  called  it  "  full  1^ ;  "  another  spinner  in  Provi- 
dence called  it  If;  another  called  it  1^;  another  man  in  Boston 
called  it  IJ;  another  man  in  Europe  called  it  32  to  34  milli- 
meters •  *  *  *  but  I  never  found  any  two  of  them  that  called 
it  the  same  thing.  But  when  we  came  to  sell  it  they  all  paid 
practically  the  same  price  for  it. 

The  difficulty  of  taking  length  of  staple  into  consideration  in  the 
establishment  of  official  standards  was  recognized  by  the  Inter- 
national Conference  of  Cotton  Growers  and  Manufacturers  at  its 
meeting  in  Atlanta,  Ga.,  in  October,  1907.  The  conference,  which 
was  attended  by  cotton  growers,  merchants,  brokers,  and  spinners, 
not  only  from  the  United  States  but  from  Europe,  while  indorsing 
the  suggestion  of  a  uniform  standard,  took  the  ground  that  such 
classification  should  not  take  staple  into  account,  as  will  be  seen  from 
the  following  resolution,  unanimously  adopted : 

That  having  considered  the  question  of  uniform  classification 
of  American  cotton  this  committee  is  unanimously  of  the  opinion 
that  standard  types  should  be  adopted  either  by  the  United 
States  Government  or  by  an  association  of  delegates  from  cot- 
ton exchanges,  cotton  growers,  and  cotton  spinners,  and  that  the 
classification  should  be  made  upon  grade  and  color  alone  and 
not  upon  staple. 

It  is  significant  that,  after  full  consideration,  those  most  inter- 
ested in  cotton  arrived  at  the  conclusion  that  the  standard  should  be 
for  grade  and  color  alone. 

A  particular  difficulty  also  arises  in  tlie  case  of  tinged  and  stained 
cotton.  The  nondescript  character  of  such  cotton  has  already  been 
emphasized.  A  cotton  manufacturer  in  New  England  pronounced 
the  adoption  of  a  uniform  standard  impracticable,  mainly  on  account 
of  the  difficulty  with  this  class  of  cotton.    He  said,  in  substance: 

Cotton  is  classed  by  sample,  and  when  it  is  understood  that 
a  bale  of  cotton  is  the  product  of  2  or  more  acres  of  land,  it  must 
be  evident  to  any  thoughtful  person  that  no  sample  of  a  few 
ounces  of  cotton  can  represent  the  product  of  2  or  3  acres.  *  *  * 
Controversies  over  the  classification  of  cotton  do  not  ordinarily 
arise  where  white  cotton  only  is  considered.  The  contention 
almost  invariably  comes  over  tinges  and  stains.  There  is  no- 
body on  earth  who  has  ever  been  able  to  draw  a  line  between 
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tinges  and  stains;  neither  has  anyone  been  able  to  draw  a  line 
distinctly  between  storm  cotton  and  blue  cotton.  No  standard 
can  be  established  for  judging  these  nondescript  cottons,  and 
it  is  for  these  grades  that  the  ^andard  is  most  needed. 

It  should  again  be  noted  that  this  is  no  new  difficulty,  but  that  the 
grading  of  tinged  and  stained  cotton  is  one  of  the  most  troublesome 
features  of  classification,  even  under  present  conditions.  Owing  to 
the  nondescript  character  of  such  cotton,  it  is  exceedingly  doubtful 
whether  official  standards  can  be  maintained  for  them,  and,  as  sug- 
gested in  the  preceding  chapter,  there  is  much  to  be  said  in  favor  of 
determining  the  value  of  such  cotton  by  arbitration.  In  New  York 
this,  in  turn,  involves  difficulty,  owing  to  the  employment  of  the  cer- 
tificate system.  Probably  the  most  practical  solution  of  the  difficulty  is 
the  exclusion  of  the  great  bulk  of  such  irregular  cotton  from  contract 
delivery  altogether. 

Difficulties  arising  from  the  large  number  of  persons  af- 
fected.— The  second  objection  to  a  uniform  standard,  on  the  ground 
that,  owing  to  the  large  number  of  persons  interested  in  the  cotton 
trade,  it  would  be  impossible  to  secure  uniformity,  is  unquestionably 
a  serious  one.  The  number  of  persons  engaged  in  the  cotton  business 
and  directly  concerned  in  the  classification  of  the  product  is  enor- 
mous. A  great  many  of  them  either  have  not  had  sufficient  experi- 
ence or  are  not  sufficiently  interested  to  become  well  informed  on 
the  subject.  The  average  cotton  grower  is  not  an  expert  in  the  classi- 
fication of  cotton.  The  producer  of  cotton  is  mainly  concerned  in  get- 
ting the  highest  possible  price  for  his  product,  and  if  there  is  spirited 
competition  for  his  cotton  he  is  largely  indifferent  to  the  grade  which 
the  different  buyers  may  call  it.  In  the  same  way,  the  spinner  as  a  rule 
buys  the  bulk  of  his  cotton  by  sample  or  by  private  mark,  rather  than 
by  grade,  so  that  he  is  more  or  less  unconcerned  over  efforts  to  bring 
about  uniformity  in  classification.  Cotton  merchants,  likewise,  have 
a  great  number  of  private  marks,  and  undoubtedly  there  would  be 
serious  difficulty  in  harmonizing  the  conflicting  ideas  of  this  interest 
alone  with  respect  to  grade. 

In  this  connection  considerable  stress  was  laid  upon  the  fate  of  such 
efforts  in  the  past.  It  has  already  been  noted  that  a  serious  attempt 
to  secure  the  adoption  of  uniform  standards  was  made  many  years 
ago  through  the  National  Cotton  Exchange  Association.  In  spite  of 
an  apparent  disposition  on  the  part  of  various  markets  to  cooperate, 
the  movement  fell  flat  as  soon  as  an  attempt  was  made  to  put  the 
standards  into  actual  use.  Members  of  the  New  York  Cotton  Ex- 
change attribute  the  failure  of  this  plan  to  the  indifference  of  south- 
ern exchanges,  and  urge  that  the  New  York  Cotton  Exchange  has 
continued  to  use  the  standards  then  agreed  upon  and  that  it  is  the 
only  exchange  which  has  done  this. 
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On  other  occasions  the  leading  southern  markets  have  shown  little 
interest  in  eflForts  to  bring  about  uniformity  in  classification.  In 
1900  the  revision  committee  of  the  New  York  Cotton  Exchange  sub- 
mitted the  following  resolution  to  the  board  of  managers: 

Resolved^  That  it  is  the  sense  of  this  meeting  that  the  board 
of  managers  should  take  immediate  steps  to  procure  from  the 
prominent  markets  of  the  South — viz,  Memphis,  Houston,  New 
Orleans,  Savannah,  and  Augusta — full  sets  of  types  of  the 
grades  now  existing  in  those  markets;  and 

Resolved^  That  it  is  the  sense  of  this  meeting  that  the  board 
of  managers  should  take  steps  to  arrange  with  the  other  cotton 
markets  of  the  world  for  an  international  classification  of  cotton. 

The  chairman  of  the  revision  committee  reported  at  this  time  that 
he  had  written  to  the  various  southern  exchanges  mentioned  in  the 
resolution  for  the  purpose  of  obtaining  full  sets  of  their  types,  but 
had  received  a  reply  from  the  Augusta  exchange  only. 

There  seems,  therefore,  to  be  ground  for  the  contention  of  New 
York  that  efforts  to  bring  about  uniformity  in  classification  have  met 
with  little  response  from  southern  markets.  The  same  is  true  of 
Liverpool.  Owing  to  the  vast  amount  of  cotton  exported,  it  is 
obviously  of  great  importance  to  secure  the  cooperation  of  the 
Liverpool  Cotton  Association  in  any  adoption  of  official  standards. 
The  Liverpool  Cotton  Association,  however,  has  shown  little  dispo- 
sition to  cooperate  with  American  exchanges  in  this  matter.  This  is 
indicated  by  the  following  letter : 

Liverpool,  Nm^emher  29^  1901. 

To  the  President  of  the  New  York  Cotton  Exchange, 

New  York,  U.  S.  A. 

International  Standards  of  American  Cotton. 

Dear  Sir:  This  association  finds,  on  communicating  with  the 
leading  cotton  exchanges,  that  difficulties  pi'esent  themselves 
which  offer  considerable  obstacles  to  joint  procedure  in  the 
adoption  of  new  standards,  and  that  much  time  would  be  lost 
before  any  practical  result  could  be  arrived  at. 

This  association,  therefore,  without  giving  up  hope  that  inter- 
national standards  will  sooner  or  later  be  agreed  to,  has  decided 
to  proceed  to  make  up  for  itself  revised  standards  of  American 
cotton  in  order  that  they  may  come  into  force  in  September  next. 

When  the  new  standards  are  adopted,  it  is  intended  to  send 
copies  to  the  various  exchanges,  and  it  is  hoped  they  may  agree 
with  the  general  views  as  to  what  such  standards  should  be,  so 
as  to  commend  themselves  as  the  basis  of  standards  for  general 
adoption  by  the  exchanges. 

Yours,  faithfully,  A.  W.  Willmer,  President, 

In  this  connection  it  should  be  repeated  that  dissatisfaction  over 
Liverpool  classifications  has  been  very  acute.  Many  American  ship- 
pers allege  that  arbitrators  at  Liverpool  are  very  severe  in  their 
treatment  of  American  cotton.    The  bulk  of  export  business  in  cotton 
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not  done  on  the  basis  of  private  marks  is  handled  on  the  basis  of 
the  Liverpool  classification.  It  was  contended  by  many  cotton  mer- 
chants that  there  was  no  just  reason  why  this  practice  should  exist. 
It  was  urged  that  a  commodity  the  production  of  which  was  so 
largely  controlled  by  the  United  States,  and  for  which  the  rest  of 
the  world  was  largely  dependent  upon  this  country,  should  be  sold 
upon  an  American  classification. 

An  exporter  in  the  Savannah  market  said  in  this  connection : 

I  think  the  system  of  selling  from  this  side  *  *  *  is  farci- 
cal. I  mean  by  that  that  people  on  this  side  who  are  the  growers 
of  a  commodity  which  is  practically  monopolized  on  this  side 
should  submit  to  buyers  or  spinners  on  the  other  side  dictating 
the  grade  to  them  is,  as  before  remarked,  farcical.  Take 
wheat — this  is  sold  on  this  side.  Rosins  and  turpentine  are  sold 
on  this  side,  the  American  out-turn  being  final,  the  same  as 
wheat. 

A  merchant  of  Augusta,  Ga.,  said  in  this  connection : 

We  should  have  uniform  rules  to  conduct  the  cotton  business 
from  North  Carolina  to  Texas.  We  should  have  uniform  classi- 
fication, and  we  should  have  such  rules  and  classification 
made  and  enforced  by  a  convention  of  southern  exchanges, 
so  that  we  would  deal  with  the  manufacturers  of  this  coun- 
try and  Europe  upon  the  same  basis,  knowing  no  New  York 
or  Liverpool  or  Bremen  rules,  but  announcing  to  the  world  the 
basis  on  which  our  product  is  sold.  We  would  then  hear  noth- 
ing more  of  New  York  middling,  or  Liverpool  middling,  or 
Augusta,  or  Savannah,  or  Charleston  middling,  but  we  would 
have  one  set  of  grades  agreed  upon,  as  before  suggested,  and 
would  offer  our  cotton  for  sale  upon  such  grades. 

A  particular  objection  to  the  use  of  the  foreign  system  of  classi- 
fication is  that  this  basis  was  forced  upon  the  southern  producer 
during  the  period  immediately  following  the  civil  war,  when  he 
was  in  no  position  to  resist.  A  merchant  of  the  Savannah  market 
said  in  this  connection : 

Indirectly  southern  producers  suffer  from  the  conditions  under 
which  cotton  exporters  sell  cotton  to  Europe  and  New  England, 
and  all  such  sales  are  made  on  contract  conditions  framed  in 
the  countries  of  consumption — not  in  accordance  with  conditions 
such  as  prevail  in  the  South.  Whenever  any  contracts  are 
signed  for  such  sales  they  are  written  out  and  dated  in  Europe 
or  New  England  in  accordance  with  the  laws  and  rules  in  force 
in  those  sections.  Arbitrations  in  case  of  dispute  have  to  take 
place  there  in  accordance  with  the  rules  of  the  exchanges  or 
commercial  bodies  which  have  been  organized  there.  These  con- 
ditions were  forced  on  the  southern  cotton  interests  by  the  finan- 
cial necessities  existing  forty  years  ago,  and  it  has  not  been  pos- 
sible thus  far  to  bring  about  a  concerted  effort  to  throw  off 
these  shackles.  *  *  *  It  would  clearly  be  to  the  advantage 
of  the  South  and  add  very  much  to  the  self-respect  of  its  people 
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if  its  principal  product  could  be  dealt  in  all  the  world  over  in 
accordiince  with  conditions  and  rules  and  laws  obtaining  in  the 
Southern  States.  An  opportunity  to  bring  about  such  a  state 
of  things  can  scarcely  be  made  by  those  parties  who  seem  to  be 
most  directly  interested  in  it,  as  any  effort  on  their  part  to  that 
effect  would  bring  them  into  collision  with  their  customers 
among  merchants  and  mills  in  the  consuming  countries.  *  *  * 
There  is  no  reason  why  cotton  should  not  be  officially  classed  and 
weighed  bale  by  bale  in  the  same  manner  as  the  quality  of  naval 
stores  in  the  South  is  determined  by  official  classers  whose  marks 
are  not  allowed  to  be  obliterated,  or  as  canned  goods  in  the  North 
and  West  are  labeled  by  Government  inspectors,  which  labels 
can  not  be  effaced  without  leading  to  litigation. 

Section   5.  Methods   suggested   for  practical   introduction   of   uniform 
standards. 

There  is  considerable  difference  of  opinion  as  to  the  most  feasible 
method  of  securing  the  actual  adoption  of  a  uniform  standard.  A 
plan  once  generally  indorsed  was  that  for  a  convention  of  delegates 
from  various  exchanges,  including,  if  possible,  the  Liverpool  Cotton 
Association  and  the  continental  exchanges.  Owing,  however,  to  the 
failure  of  the  National  Cotton  Exchange  Association  plan  and  to 
the  more  recent  evidence  of  an  indisposition  on  the  part  of  southern 
and  foreign  exchanges  to  cooperate  in  the  establishment  of  a  univer- 
sal standard,  many  meml>ers  of  the  trade  were  of  the  opinion  that  the 
only  practical  method  for  putting  the  new  sj^stem  into  actual  opera- 
tion was  the  establishment  of  standards  h\  the  Government.  In  this 
connection  it  may  be  noted  that  a  bill  providing  for  such  standards 
was  introduced  in  the  Fifty-ninth  Congress.  At  the  opening  of  the 
present  session  there  was  introduced  an  amended  bill,  as  follows : 

A  BILL  Directing  the  fixing  of  a  standard  of  cotton  classification. 

Be  it  enacted  hy  the  Senate  and  Ilovse  of  Representatives  of 
the  United  States  of  America  in  Congress  asscfnbled^  That  the 
Secretary  of  Agriculture  be,  and  he  is  hereby,  directed  to  fix  a 
standard  for  the  different  grades  of  cotton  (calling  to  his  assist- 
ance for  that  purpose  three  expert  cotton  classifiers),  and  in  do- 
ing so  he  shall  first  fix  a  standard  of  middling  cotton  and,  using 
same  as  the  basis,  shall  proceed  to  fix  a  standard  for  four  grades 
of  cotton  above  said  basis  and  four  grades  of  cotton  below  said 
basis,  giving  careful  consideration  alike  to  the  interests  of  the 
producers  and  spinners  of  cotton.  AVhen  said  standard  has  been 
fixed  by  said  Secretar}'^  of  Agriculture  of  the  nine  different 
grades  of  cotton  as  herein  provided,  same  shall  be,  and  is  hereby 
declared,  the  official  standard  of  cotton  classification.  The  Sec- 
retary of  Agriculture  is  hereby  authorized  and  directed  to  pre- 
pare, in  the  most  practical  form,  said  standard  of  cotton,  and  on 
request  shall  furnish  same  to  any  farmer's  institute,  union,  or 
association,  or  to  any  cotton  spinners'  association,  or  to  any  agri- 
cultural school  or  college,  or  to  any  cotton  exchange  dealing  in 
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bona  fide  sales  of  cotton  for  future  delivery,  upon  a  request  being 
submitted  to  him  therefor,  in  each  instance  the  exact  cost  for  fur- 
nishing said  standard  to  be  paid  when  same  is  delivered  bv  said 
Secretary,  certified  under  his  signature  and  the  seal  of  his  De- 
partment, to  the  institute,  union,  association,  or  exchange  re- 
questing same. 

It  will  be  seen  that  the  bill  contained  no  provision  making  such 
standards  compulsory,  and  it  is  probable  that  no  effort  to  force  such 
standards  on  the  trade  would  be  made. 

The  main  provisions  of  this  bill  were  incorporated  in  the  appro- 
priation bill  for  the  Department  of  Agriculture  for  the  fiscal  year 
1909.  The  matter  is  to  receive  the  prompt  attention  of  that  Depart- 
ment. 

In  view  of  the  rather  pronounced  distinction  between  upland  and 
gulf  cotton,  it  is  urged  by  some  that  two  sets  of  standards  would  be 
necessary;  in  fact,  some  interests  in  the  cotton  trade  urge  the  estab- 
lishment of  a  third  set  of  standards  to  represent  the  Texas  product. 
There  are  very  practical  difficulties  in  the  way  of  the  establishment 
of  any  such  variety  of  standards,  and  these  suggestions  appear  to  be 
of  very  doubtful  advisability.  Obviously,  every  increase  in  the  num- 
ber of  standards  tends  to  I'esult  in  the  very  thing  that  uniform  stand- 
ards are  designed  to  prevent,  namely,  a  confusion  of  types.  It  would 
seem  advisable  that  only  one  set  of  standards  should  be  adopted,  at 
least  until  the  system  has  been  given  a  thorough  trial,  and  that  these 
standards  should  be  established,  in  the  main,  on  the  same  general  basis 
as  the  local  standards  now  in  use ;  that  is,  on  the  color  and  cleanliness 
of  the  cotton.  There  is  very  general  agreement  among  cotton  mer- 
chants, as  already  noted,  that  official  standards  can  not  take  full  ac- 
count of  staple  length  of  cotton.  In  this  connection,  however,  it 
would  seem  eminently  proper  that,  without  attempting  to  establish 
standards  for  different  staple  lengths,  a  minimum  length  of  staple 
should  be  stipulated  in  making  up  the  official  standards.  Such  mini- 
mum, perhaps,  might  be  smaller  in  the  case  of  upland  cotton  than  in 
the  case  of  gulf.  It  is  also  highly  desirable  that  some  provision  be 
made  which  will  insure  the  rejection  of  cotton  of  extremely  weak 
staple. 

The  establishment  of  standards  for  tinged  and  stained  cotton  pre- 
sents much  greater  difficulty,  owing  to  the  great  variety  of  character- 
istics shown  by  such  cotton.  As  already  stated,  the  New  Orleans 
Cotton  Exchange  makes  no  attempt  to  establish  standards  for  these 
nondescript  grades,  and  a  particular  complaint  against  the  New  York 
Cotton  Exchange  classification  is  that  it  has  attempted  to  establish 
arbitrarv  standards  and  differences  for  them.  It  mav  be  noted  that 
the  bill  above  referred  to  made  no  provision  for  such  grades.  Indeed, 
the  establishment  of  standards  for  tinged  and  stained  grades  is  a 
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matter  of  very  doubtful  practicability.  In  any  event,  this  is  a  ques- 
tion of  minor  importance  in  comparison  with  the  establishment  of 
standards  for  white  grades,  and  one  which  might  very  properly  wait 
until  the  practicability  of  introducing  uniform  standards  for  such 
white  grades  had  been  thoroughly  tested. 

A  further  point  to  be  determined  is  whether  standards  should  be 
absolutely  fixed,  or  whether  they  should  take  into  account  diffei*ences 
in  the  general  character  of  different  crops,  as,  for  instance,  the  bright- 
ness or  bloom.  A  number  of  cotton  merchants  contended  that  stand- 
ards should  be  made  up  from  each  crop  to  correspond  to  the  general 
characteristics  of  that  crop.  The§e  suggestions  appear  to  be  ill  ad- 
vised. In  fact,  a  flexible  standard  is  really  no  standard  at  all,  and 
would  tend  to  produce  confusion  in  the  practical  work  of  classifica- 
tion. The  character  of  a  crop  is  often  changed  during  the  gathering 
season,  and  there  really  is  no  more  reason  for  changing  standards  to 
conform  to  the  differing  characteristics  of  different  crops  than  there 
would  be  for  changing  these  standards  for  any  single  crop  in  case  its 
general  character  were  modified  by  weather  conditions  or  otherwise 
after  the  standards  were  first  adopted.  A  very  practical  difficulty 
in  attempting  to  make  standards  conform  to  the  peculiarities  of 
different  crops  is  that  it  would  be  necessary  to  defer  the  establishment 
of  such  standards  until  the  bulk  of  the  crop  was  gathered.  This 
would  mean  that  the  previous  year's  standards  would  apply  to  that 
portion  of  the  crop  which  was  gathered  early  in  the  season.  How- 
ever, the  suggestion  is  hardly  worthy  of  serious  consideration,  since 
any  such  flexibility  in  the  standards  and  types  is  opposed  to  the 
fundamental  idea  of  a  standard.  From  every  consideration  it  would 
appear  that  the  standards  should  be  absolutely  fixed.  Of  course,  if 
after  a  period  of  years  it  was  found  that  the  character  of  all  crops 
had  undergone  a  pronounced  change,  a  revision  of  the  standards 
would  be  eminently  proper. 

It  has  been  suggested  that  when  the  standards  are  established  a 
penalty  should  be  provided  for  the  punishment  of  anyone  who  will- 
fully tampers  with  or  alters  either  the  standards  or  any  duplicates 
of  such  standards  which  may  be  furnished  by  the  Secretary  of  Agri- 
culture to  cotton  interests. 

Section  6.  Conclusions  as  to  practicability  of  uniform  standards. 

As  already  shown,  much  doubt  is  expressed  in  the  cotton  trade  as 
to  whether,  after  uniform  standards  have  been  established,  it  will  be 
possible  to  secure  their  actual  adoption  by  the  trade.  In  view  of  the 
serious  difficulties  alreadv  outlined,  it  must  be  admitted  that  there  is 
little  reason  to  hope  for  an  immediate  acceptance  of  such  standards. 
This,  however,  is  not  a   sufficient   reason   for  relaxing  efforts  to 
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secure  their  introduction.    Even  if  absolute  uniformity  should  nQt  be 

obtained,  great  benefit  would  result  if  only  the  leading  cotton  markets 
of  the  country  or  of  the  world  should  adopt  a  uniform  basis.  More- 
over, even  if  the  adoption  of  such  standards  were  confined  merely  to 
the  future  markets,  the  benefits  would  be  by  no  means  inconsiderable. 
Aside  fr<^p  a  tendency  to  reduce  the  number  of  disputes  over  con- 
tract deliveries,  the  adoption  of  uniform  standards  would,  if  proper 
difference  systems  were  employed  in  all  three  future  markets — New 
York,  New  Orleans,  and  Liverpool — tend  to  maintain  a  parity  among 
the  future  quotations  of  those  markets.  This  is  exceedingly  desirable. 
It  is  the  opinion  of  many  members  of  the  cotton  trade  that  it  is 
entirely  practicable  to  have  a  standard  of  classification  under  which 
the  grading  given  a  bale  of  cotton  in  one  of  the  three  great  future 
markets  of  the  world  would  be  accepted  in  the  other  two,  without  the 
'nconvenience  and  expense  of  a  physical  reexamination.  This  would 
involve,  of  course,  the  introduction  of  a  certificate  system  in  the  New 
Orleans  and  Liverpool  markets.  It  would  be  necessary  that  the  cot- 
ton be  identified  and  that  classification  be  authoritative  and  binding, 
and  this  could  not  be  brought  about  without  some  sort  of  certificate 
system.  Obviously,  if  the  grade  of  cotton  could  be  so  established 
that  it  would  be  accepted  by  the  three  great  future  markets  of  the 
world,  a  vast  amount  of  trouble  would  be  avoided.  A  cotton  mer- 
chant of  Houston,  Tex.,  said  in  this  connection : 

A  bale  of  middling  cotton  ought  to  be  a  bale  of  middling 
cotton  the  world  over. 

A  merchant  in  Galveston  said,  in  substance : 

It  would  not  be  possible  to  make  spot  transactions  absolutely 
upon  such  fixed  standards,  because  each  lot  of  cotton  must  neces- 
sarily be  sold  upon  its  merits.  Such  a  standard,  though,  would 
give  a  fair  working  basis  and  all  cotton  sold  upon  description 
should  conform  to  some  standard  of  grades  and  types.  ♦  *  * 
As  to  standards  for  future  delivery,  there  is  no  question  but 
that  a  imiversal  standard  would  contribute  to  the  best  interest  of 
the  entire  cotton  trade.  Cotton  that  is  tenderable  upon  future 
contracts  in  one  market  should  be  tenderable  upon  future  con- 
tracts in  all  markets. 

The  introduction  of  a  system  of  uniform  standards  in  the  spot 
market  presents  a  much  more  difficult  problem..  This  is  largely  due 
to  the  fact,  already  noted,  that  a  vast  amount  of  business  in  the  spot 
market  is  done  on  the  basis  of  samples  or  private  marks,  in  which 
case  the  buyer  of  the  cotton  is  almost  wholly  indifferent  to  the 
grading.  So  long  as  the  cotton  comes  up  to  the  samples  furnished, 
it  is  immaterial  to  the  buyer  how  the  seller  defines  the  grade.  Owing 
to  the  great  number  of  characteristics  which  are  a  matter  of  vital 
importance  to  the  spinner,  it  is  not  probable  that  any  system  of 
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standards  could  be  adopted  which  would  be  generally  used  by  spin- 
ners to  buy  cotton  by  merely  naming  the  grades  wanted. 
A  planter  of  Waco,  Tex.,  said,  in  substance: 

A  uniform  standard  of  types  for  American  cotton  would  be 
ideal,  but  such  a  system  would  be  totally  impracticable  and 
wholly  useless  for  most  spot  transactions.  Every  bale  of  spot 
cotton  that  is  sold  from  samples  changes  hands  upon  its  merits, 
and  there  is  nothing  on  earth  that  could  change  this  method. 
Buyers  and  sellers  of  cotton  would  uniformly  disregard  any 
standard,  and  it  is  very  proper  that  they  should,  but  for  de- 
liveries made  on  future  contracts  and  for  cotton  sold  on  descrip- 
tion a  uniform  standard  of  types  would  be  of  incalculable  value. 
It  would  form  a  basis  for  the  settlement  of  disputes,  and  if  the 
standards  were  properly  established  this  would  soon  become 
recognized  and  controversies  would  be  more  easily  and  more  sat- 
isfactorily adjusted. 

While  merchants  and  spinners  would  doubtless  be  inclined  at  first 
to  maintain  the  methods  which  they  have  so  long  employed,  it  seems 
altogether  probable  that  if  uniform  standards  were  adopted  by  the 
leading  future  markets  they  would  in  time  be  recognized  by  spot  in- 
terests to  a  very  considerable  extent;  that  is,  that  many  more  sales 
would  be  made  on  the  basis  of  oflBcial  grades  than  at  present.  Even  if 
this  were  not  the  case,  however,  the  adoption  of  uniform  standards 
should  be  of  great  value  to  both  the  spot  merchant  and  the  spinner. 
Very  material  benefits  should  result  from  the  opportunity  of  securing 
greater  uniformity  in  the  quotation  of  prices  for  the  various  grades 
in  the  leading  markets.  Such  uniformity  in  the  basis  of  price  quota- 
tions should  go  very  far  to  reduce  errors  in  the  establishment  of  grade 
differences,  and  thus  to  prevent  abnormal  disturbances  in  the  parity 
between  the  spot  and  contract  prices.  This,  in  turn,  would  be  of  al- 
most incalculable  value  to  spot  merchants  and  spinners  using  the 
future  market  for  hedging  purposes,  while  it  would  also  give  much 
greater  stability  to  future  operations  generally. 

Whether  or  not  spot-cotton  merchants  and  spinners  would  adopt 
a  uniform  classification  or  find  it  of  material  benefit  to  them,  there 
can  be  no  doubt  that  the  introduction  of  such  standards  would  be  a 
substantial  benefit  to  the  farmer.  While  it  is  possible  that  in  markets 
where  competition  is  active  the  farmer  gets  the  full  value  of  his  prod- 
uct, regardless  of  his  inability  to  class  it  accurately,  a  system  of  uni- 
form standards  could  not  fail  to  benefit  him.  If  the  leading  markets 
were  all  quoting  on  a  uniform  basis,  he  would  have  a  very  accurate 
idea  of  the  values  of  the  different  grades  which  he  produced,  whereas, 
under  the  present  confusion  of  standards,  it  is  almost  impossible  for 
him  to  know  what  his  cotton  would  bring  in  any  market.  Instead,  he 
is  forced  to  rely  upon  competition  of  buyers,  which  at  times  may 
be  very  limited 
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It  has  been  argued  that  cotton  growers  would  not  find  it  practi- 
cable to  purchase  standard  types,  even  though  the  expense  were 
small,  or  that  they  would  not  go  to  the  trouble  of  doing  so,  and  that, 
consequently,  the  introduction  of  uniform  standards  would  be  ex- 
ceedingly slow.  In  reply  to  this  objection  it  is  urged  that  it  would 
not  be  necessary  for  every  producer  of  cotton,  or  even  for  any  con- 
siderable number  of  producers,  to  own  standards,  but  that  producers 
generally  could  become  familiar  with  the  official  standards  through 
their  dealings  with  merchants.  In  this  connection  it  is  pointed  out 
that  the  practice  of  warehousing  cotton  in  the  interior  is  steadily 
increasing,  and  that  these  warehouses  would  maintain  the  official 
standards  and  very  likely  grade  the  cotton  in  accordance  with  them. 
If  this  were  the  case,  the  producers  could  speedily  become  acquainted 
with  the  standards.  In  anv  event,  if  the  official  standards  were  rec- 
ognized  by  the  leading  exchanges  and  by  cotton  merchants  in  ship- 
ments of  cotton  subject  to  arbitration,  it  would  be  only  a  matter  of 
time  when  a  majority  of  the  cotton  producers  would  become  more 
or  less  familiar  with  them. 

In  view  of  the  great  benefit  which  would  result  from  the  success- 
ful introduction  of  uniform  standards,  and  the  almost  complete 
absence  of  any  substantial  ground  for  opposing  their  introduction, 
there  is  hardly  room  for  questioning  the  desirability  of  establishing 
them  and  of  making  most  faithful  efforts  to  secure  their  early  adop- 
tion by  the  trade. 
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Part  in.— RANGE  OF  GRADES  DELIVERABLE  ON 

CONTRACT. 


CHAPTER  I. 


asmiEAL    ARGUHEirrS    fob    and    AaAIHST    PRESENT    BBOAD 

CONTBACT. 

Section  1.  Widespread  demand  for  a  more  restricted  oontract. 

The  privilege  given  the  seller  under  the  contracts  of  both  the  New 
York  and  New  Orleans  cotton  exchanges  to  deliver  a  wide  range  of 
grades  instead  of  a  specific  grade  or  a  limited  number  of  grades  has, 
like  the  question  of  grade  differences  and  that  of  classification,  been 
a  source  of  much  controversy.  This  privilege  of  the  seller  has  been 
condemned  for  years  by  spinners,  and  by  many  cotton  merchants  as 
well,  as  altogether  too  liberal  and  as  robbing  the  contract  of  a  com- 
mercial character,  and  this  without  regard  to  the  method  of  establish- 
ing grade  differences. 

Complaints  with  respect  to  the  range  of  grades  deliverable  on  con- 
tract fall  into  two  classes.  One  class  of  complaints  is  directed  against 
the  range  of  grades  itself,  and  contemplates  the  restriction  of  that 
range  by  the  absolute  exclusion  of  certain  grades,  and  particularly 
some  of  the  lowest  grades,  of  cotton  now  deliverable  on  contract.  The 
other  class  of  complaints  is  not  aimed  primarily  at  the  contract  range 
itself,  but  at  the  mixture  of  grades  on  a  single  contract  delivery,  and 
contemplates  the  restriction  of  the  range  of  grades  on  individual  de- 
liveries without  necessarily  interfering  with  the  present  contract 
range  as  a  whole. 

The  general  dissatisfaction  over  the  wide  range  of  grades  ten- 
derable  on  contract  is  expressed  by  many  communications  to  cot- 
ton exchanges.  In  1892  a  complaint  signed  by  a  large  number  of  per- 
sons throughout  the  South  was  made  to  the  New  Orleans  Cotton  Ex- 
change, as  follows : 

We  appeal  to  you  in  behalf  of  the  southern  people  and  in  be- 
half of  justice.  We  believe  that  the  present  methods  of  allowing 
;all  grades  of  cotton  to  be  delivered  on  contract  are  illegal  and 
have  greatly  helped  the  bears  in  reducing  values  and  thus  bring- 
ing poverty  and  distress  upon  the  South. 
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We  ask  that  each  and  every  contract  shall  be  even  running 
and  the  grade  specified.  When  you  buy  our  cotton,  you  buy  it 
that  way.*  When  you  sell  it,  give  us  the  same  chance  and  sell  it 
that  way.  As  it  is  now,  the  seller  has  a  right  to  deliver  what  he 
may  select.  Would  it  not  be  as  fair  to  allow  the  buyer  to  have 
what  he  may  select?  New  Orleans  would  be  the  great  cotton 
market  of  tne  world.  Give  good,  honest,  American  rules,  and 
not  follow  in  the  wake  of  Liverpool,  whose  interest  is  to  make 
her  rules  as  much  as  possible  to  depress  values. 

We  are  weary  of  looking  to  the  New  York  future  board  for 
values  of  cotton.  Let  us  all  join  together  and  work  together  for 
the  South,  and  if  your  city  will  take  the  lead  in  the  movement 
we  will  feel  grateful,  being  assured  that  it  will  give  you  the 
prominence  you  should  merit.  The  West  does  not  look  to  New 
York  for  the  values  of  grain,  but  to  Chicago,  St.  Louis,  and 
Minneapolis. 

The  world  needs  all  the  cotton  we  produce.  Let  the  owners 
value  it,  and  not  the  nonowners  in  eastern  cities. 

In  October,  1892,  the  St.  Louis  Cotton  Exchange,  through  its  sec- 
retary, addressed  a  communication  to  Henry  G.  Hester,  secretary  of 
the  New  Orleans  Cotton  Exchange,  in  part  as  follows : 

We  deem  it  our  privilege  and  duty  to  say  to  you  that  we  think 
your  present  methods  of  delivering  contracts  are  not  based  upon 
a  sound  commercial  business  transaction ;  that  they  are  decidedly 
in  the  interest  of  the  seller  and  a^inst  the  buyer,  bv  your  not 
specifying  what  the  seller  must  deliver  and  what  the  buyer  must 
receive,  and  thus  giving  the  seller  the  option  of  tendering  the 
buyer  low  cotton  if  it  is  undesirable  at  that  time,  or  good  cotton 
if  it  is  selling  above  its  value  on  a  basis  of  middling  at  the  time 
it  is  tendered. 

About  the  same  time  a  complaint  was  submitted  to  the  New 
Orleans  Cotton  Exchange  from  the  Galveston  Chamber  of  Com- 
merce, in  part  as  follows : 

The  main  objection,  however,  that  the  country  at  large  has  to 
the  contract  system  is  that  the  contracts  dealt  in  in  New  York 
and  New  Orleans  do  not  represent  a  merchantable  article — ^that 
is,  the  contract  may  cover  a  multiplicity  of  grades  and  colors  of 
cotton — that  in  many  cases  it  is  of  no  value  to  the  receiver,  ex- 
cept to  deliver  it  again  against  a  contract  to  some  other  party, 

who  must  continue  to  pass  the  thing  along  in  the  same  manner. 
******* 

If  one  wishes  to  gamble,  the  present  contract  system  answers 
very  well.  For  legitimate  business,  however,  it  is  of  compara- 
tively little  value,  and  the  so-called  protection  it  offers  is  delu- 
sive, for  the  reason  that  the  well-known  worthless  character  of 
the  article  tendered  him  makes  it  undesirable  that  he  should 
receive  it. 

^See  page  150.  In  several  respects  these  protests  are  inaccurate;  but  they 
iUustrate  the  widespread  dissatisfaction  over  the  form  of  the  contract. 
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This  general  demand  for  a  more  limited  contract  was  reiterated  by 
the  American  Cotton  Manufacturers'  Association  at  its  tenth  annual 
convention  at  Asheville,  N.  C.,  in  May,  1906,  and  again  at  the  annual 
convention  held  at  Richmond,  Va.,  in  May,  1908,  by  the  adoption  of 
resolutions  calling  for  various  restrictions  on  the  form  of  delivery.® 

Section  2.  Wide  range  of  grades  ordinarily  tendered  on  contract. 

Contract  deliveries  at  New  York. — ^That  the  average  tender  of 
50,000  pounds  of  cotton  on  a  contract  of  either  the  New  York  or  the 
New  Orleans  Cotton  Exchange  does  comprise  a  wide  variety  of 
grades  is  indisputable.  At  New  York  in  particular  deliveries  are 
s^atly  mixed.  The  Bureau  obtained  the  grade  slips  for  several 
hundred  New  York  contracts,  covering  in  the  aggregate  about  50,000 
bales.  About  23,300  bales  of  this  cotton  were  delivered  during  the 
famous  comer  of  1903.  The  character  of  these  deliveries  is  indicated 
in  Table  1,  on  page  148,  which  shows  for  28  contracts,  in  detail,  the 
number  of  grades  and  the  number  of  bales  of  each  grade  tendered. 
Each  line  indicates  a  separate  delivery.  Averages  for  the  entire 
23,332  bales  are  also  given.*  The  range  of  grades  indicated  in  this 
table  can  be  appreciated  only  by  bearing  in  mind  that,  an  ordinary 
spinner  does  not  desire  a  range  embracing  more  than  three  half 
grades;  in  fact,  a  great  many  spinners  in  making  their  purchases 
insist  on  practically  even  running  cotton. 

It  should  be  noted  that  this  table  includes  quarter  grades,  which 
are  no  longer  recognized  at  New  York  and  which  were  never  used  in 
New  Orleans,  The  table  tends,  therefore,  to  give  a  somewhat  exag- 
gerated idea  of  the  actual  range  of  quality  in  these  deliveries.  In 
order  to  give  a  clearer  idea  of  the  actual  spread  of  grades  the  full 
grades  are  indicated  by  heavy  type.  Allowing  for  the  presence  of 
quarter  grades,  the  table  nevertheless  shows  that  deliveries  at  New 
York  have  embraced  a  very  wide  spread  of  grades,  and,  furthermore, 
that  this  spread  was  not  limited  to  white  grades,  but  that  very  fre- 
quently tinged  and  stained  cotton  was  delivered  on  the  same  contract 
with  white  cotton.  The  influence  that  even  a  few  bales  of  such 
irregular  cotton  may  exert  is  increased  because  of  the  fact,  already 
referred  to  on  pages  108-111,  that  such  bales  are  frequently  included 
in  the  same  lot  with  white  cotton  of  higher  grade  and  that  in  order 
to  segregate  the  undesired  bales  it  is  necessary  to  break  the  lot  and 
to  go  to  the  expense  of  recertificating  such  bales;  this  expense 
amounts,  roughly,  to  40  or  50  cents  a  bale. 

«  

Tor  a  copy  of  the  resolutions  see  page  196. 

^It  will  be  nnderstood  that  this  was  only  a  portion  of  the  deliveries  at  this 
time.  The  contracts  in  question  were  the  only  ones  located ;  they  undoubtedly 
are  fairly  representative. 
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It  may  be  objected  that  the  deliveries  in  question,  because  they  were 
made  during  one  of  the  most  acute  comers  ever  known  in  the  cotton 
trade,  would  naturally  include  a  much  more  miscellaneous  assort- 
ment than  those  made  under  normal  conditions,  first,  because  the 
natural  effect  of  the  corner  was  a  general  clearing  out  of  warehouses, 
and,  second,  because  the  deliverers,  under  the  circumstances,  would 
naturally  be  disposed  to  make  as  much  trouble  for  the  receivers  as 
possible.  Moreover,  there  was  a  practical  inducement  before  the  de- 
liverers to  embarrass  the  receivers  by  tendering  mixed  deliveries, 
since  such  mixture  of  grades  would  operate  to  hinder  the  distribution 
of  cotton  to  spinners  and  thus  tend  to  force  the  receivers  to  hold  the 
cotton.  The  expense  of  carrying  a  large  stock  of  cotton  in  this  man- 
ner would  of  course  be  a  serious  disadvantage  to  the  operators  run- 
ning the  comer. 

It  is  possible  that  the  influences  noted  are  reflected  to  some  extent 
m  the  table  above  given.  In  order,  therefore,  to  secure  data  which 
would  certainly  be  representative,  grade  slips  were  obtained  for  a 
large  number  of  deliveries  made  during  the  years  1905,  1906,  and 
1907.  The  character  of  these  deliveries  is  shown  in  Table  2,  on 
pages  150  and  151,  which  gives  the  composition  in  detail  for  several 
tenders  in  each  group.  A  summary  for  each  group  as  a  whole  is 
also  given,  in  order  to  show  the  general  character  of  cotton  tendered 
at  the  respective  periods. 

T\Tiile  the  mixture  of  grades  on  individual  contracts  given  in  Table 
2  is  less  marked  than  that  shown  in  Table  1,  it  is  apparent  at  a 
glance  that  deliverers  of  cotton  on  contract  in  the  New  York  market 
have  extensively  availed  themselves  of  the  privilege  of  tendering  a 
very  mixed  assortment  of  grades.  At  the  same  time  Table  2  well 
illustrates  the  point,  so  frequently  emphasized  in  Part  I  of  this 
report,  that  contract  cotton,  broadly  speaking,  consists  mainly  of 
the  surplus  grades  of  the  crop.  Thus,  the  deliveries  showm  for  Octo- 
ber, 1905,  contain  a  considerable  amount  of  high-grade  cotton,  while 
those  made  in  the  month  of  August,  1907,  contain  hardly  any  cotton 
above  middling.  The  1905-6  crop,  it  will  be  recalled,  was  fairly  high 
in  grade,  while  the  190^7  crop  was  of  abnormally  low  grade.  The 
table  also  well  answers  the  contention  of  those  w^ho  argue  that  the 
buyer  of  a  future  contract  can  estimate  approximately  the  kind  of 
cotton  which  he  will  receive.  Although  the  deliveries  were  mainly 
composed  of  surplus  grades,  nevertheless  these  deliveries  covered 
so  wide  a  range  that  the  purchaser  could  not  guess  closely  the  prob- 
able character  of  the  delivery,  while,  moreover,  the  very  frequent  mix- 
ture of  tinged  and  stained  cotton  with  the  white  grades  made  the 
tender  especially  obnoxious  to  any  receiver  except  a  cotton  merchant 
doing  a  sufficiently  large  business  to  permit  him  to  separate  the  various 
qualities  and  reassemble  them  into  lots  of  even-running  character. 
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The  grade  certificates  used  in  preparing  Tables  1  and  2  were  not 
selected,  but  were  taken  as  they  were  tendered  to  several  receivers 
in  the  ordinary  course  of  business.  There  can  be  little  doubt  that 
they  are  fairly  representative,  for  the  periods  indicated,  of  the  average 
range  of  grades  on  a  contract  delivery  in  New  York.  There  can  be 
no  possible  question,  therefore,  that  the  range  of  grades  ordinarily 
tendered  on  a  contract  of  the  New  York  Cotton  Exchange  is  so  wide 
as  to  be  highly  undesirable  to  a  spinner  or  to  any  receiver  of  limited 
facilities. 

That  contract  deliveries  in  the  New  York  market  are  frequently 
mixed  was  flatly  admitted  by  a  special  committee  of  the  New  York 
Cotton  Exchange  having  in  charge  the  proposed  plan  for  extending 
the  New  York  certificating  system  to  southern  markets,  as  the  follow- 
ing excerpt  from  the  fourth  report  of  that  committee,  issued  July  10, 
1907,  shows : 

The  present  price  of  our  futures  represents  the  value  of  the 
kind  and  grades  of  cotton  which  the  buyer  expects  to  get  if  he 
calls  for  delivery.  He  expects  low  grades  and  mixed  lots,  hardly 
ever  even-running  lots.  Therefore,  he  usually  has  the  added  ex- 
pense of  breaking  up  the  certificates  and  reassorting  the  cotton 
if  he  wishes  it  in  even-running  grades  for  mills  or  for  export. 

Contract  deliveries  at  New  Orleans. — Mixed  deliveries  of  cot- 
ton are  not  peculiar  to  the  New  York  market,  although  the  mixture  of 
grades  is  more  marked  there  than  in  Liverpool  or  New  Orleans. 
Deliveries  on  contract  at  New  Orleans  can  not  be  compared  directly 
with  those  at  New  York,  for  the  reason  that  the  records  of  the  New 
Orleans  Cotton  Exchange  do  not  show  the  grade  of  the  cotton  ten- 
dered on  contract,  but  merely  the  differences  on  or  off  middling  which 
are  applied  by  the  arbitrators.  The  number  of  "  marks " — that 
is,  lots  designated  by  the  private  mark  (see  p.  34)  of  the  receiver — 
is  shown.  This,  however,  is  not  conclusive  evidence  of  the  number 
of  grades,  since  20  bales  put  in  a  given  mark  in  New  Orleans  might 
in  the  New  York  market  be  classed  into  several  grades.  On  the  other 
hand,  the  several  marks  might  each  be  very^  uniform  as  to  grade. 
From  an  examination  of  records  of  the  New  Orleans  Cotton  Ex- 
change, covering  a  rather  extended  period,  it  appears  that  the  average 
number  of  marks  in  a  tender  in  that  market  is  about  five.  "While,  as 
just  stated,  actual  comparison  with  New  York  deliveries  can  not  be 
made,  it  is  certain  that  the  ordinary  tender  in  New  Orleans  is  less  split 
up  than  in  the  case  of  New  York. 

Tn  any  comparison  of  deliveries  in  the  two  markets  it  should  be 
borne  in  mind  that  the  list  of  grades  deliverable  in  New  York  prior 
to  January  1, 1908,  included  a  number  of  quarter  grades.  This  tends 
unfairly  to  exaggerate  the  difference  between  deliveries  at  New  York 
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and  those  at  New  Orleans  with  respect  to  the  spread  of  grades. 
Cotton  classed  in  New  York  into  quarter  grades  would  in  many  in- 
stances be  deliverable  at  New  Orleans,  but  would  simply  take  a  dif- 
ference to  correspond  with  the  minor  characteristics  which  distin- 
guished it  from  the  nearest  half  grade.  The  New  York  contract  has 
frequently  been  criticised  on  the  ground  that  it  formerly  permitted 
the  delivery  of  as  many  as  30  grades.  In  considering  such  criticisms 
it  should  be  remembered  that,  were  the  basis  of  classification  the 
same,  the  extreme  range  of  grades  deliverable  in  New  York,  in  white 
cotton  at  least,  would  not  be  very  different  from  that  at  New  Orleans. 
At  the  present  time,  owing  to  the  elimination  of  several  of  the  low- 
est grades  formerly  deliverable  on  contract  in  New  York,  and  also 
to  the  elimination  of  the  quarter  grades,  a  comparison  of  deliveries 
in  the  two  markets  would  not  show  such  a  pronounced  contrast  as 
has  been  shown  heretofore.  Nominally,  the  contract  range  at  New 
York  at  the  present  time  is  slightly  narrower  than  that  at  New 
Orleans,  as  far  as  tinged  and  stained  cottons  are  concerned,  but,  ow^ing 
to  more  rigid  ideas  of  classification  in  the  latter  market,  the  difference 
between  the  two  contracts  with  respect  to  the  extreme  range  is  not 
important. 

While  deliveries  in  New  Orleans  have  been  less  mixed  as  a  rule 
than  those  at  New  York,  nevertheless  the  range  in  New  Orleans  is  so 
wide  as  to  make  contract  tenders  usually  unsatisfactory  to  the  ordi- 
nary spinner.  Some  cotton  is  taken  up  on  contract  in  New  Orleans 
by  spinners,  but  the  bulk  of  it  is  taken  up  by  merchants  who  reassort 
it  before  it  is  shipped  to  the  spinner.  As  already  noted,  however,  the 
retendering  of  cotton  on  contract,  which  is  so  common  a  pra<;tice  in 
New  York,  is  infrequent  in  New  Orleans. 

Section  3.  Alleged  abuse  of  tender  privilege  for  manipnlative  purposes. 

It  has  frequently  been  charged  that  the  seller's  privilege  of  deliver- 
ing a  wide  range  of  grades  is  deliberately  abused  in  the  New  York 
market  for  the  express  purpose  of  depressing  the  price  of  futures.  It 
is  alleged  that  deliveries  of  cotton  on  contract  in  the  New  York  mar- 
ket have  been  intentionally  composed  of  an  unnecessarily  large  num- 
ber of  grades,  and  particularly  low  grades,  for  practically  no  other 
purpose  than  to  make  the  buyer  "  run  from  the  notice  " — that  is,  sell 
out  his  contract  rather  than  receive  the  cotton — in  which  case,  it  is 
asserted,  the  contracts  thus  sacrificed  have  been  bought  in  by  these 
manipulators  at  a  very  profitable  turn.®  This  complaint  was  involved 
in  charges  which,  as  already  noted,  were  laid  before  the  Postmaster- 
General  by  Congressman  Livingston  and  Harvie  Jordan.* 

«  See  page  262,  Part  I.  *  See  pages  35  and  36. 
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A  cotton  merchant  of  New  Orleans,  who  expressed  the  belief  that 
deliveries  at  New  York  had  been  deliberately  composed  of  a  wide 
range  of  grades,  said  in  this  connection : 

There  is  no  reason  in  the  world,  if  any  crowd  wanted  to  put  up 
cotton  to  a  high  price,  that  I  should  not  sell  and  deliver  my  cot- 
ton to  them.  They  are  bidding  more  than  the  trade  is  bidding. 
I  say,  ffive  them  the  cotton,  but  give  it  to  them  fairly.  But  if  a 
man  sells  me  a  contract  for  50,000  pounds  of  basis  middling  cot- 
ton, I  think  that  he  should  give  me  what  he  sells  and  should  not 
try  to  make  it  as  obnoxious  to  me  as  possible  to  carry  out  my 
part  of  the  contract,  which  is  that  I  agree  to  receive  50,000  poimds 
of  cotton.    He  should  not  make  it  obnoxious  to  me. 

Mixed  character  of  New  York  deliveries  partly  ATTRiBtrrABLs: 
TO  NATURAL  CAUSES. — ^Whilc  admitting  that  tenders  of  cotton  in  New 
York  are  as  a  rule  so  mixed  as  to  be  unsatisfactory  to  the  receiver, 
members  of  the  New  York  Cotton  Exchange  very  generally  insisted 
that,  with  rare  exceptions,'  there  were  no  improper  motives  in  the 
composition  of  such  tenders,  but  that  deliveries  including  a  wide 
range  of  grades  were  a  normal  and  almost  necessary  feature  of  con- 
tract business  at  New  York.  Some  conditions  at  New  York  which 
contribute  to  such  unsatisfactory  deliveries  were  stated  by  a  member 
of  the  New  York  Cotton  Exchange  in  substance  as  follows: 

Our  cotton  comes  right  from  the  farmers'  wagons  as  they  come 
in.  Our  cotton  comes  right  from  these  merchants  in  the  smaller 
towns.  They  buy  the  cotton  and  ship  it  to  us  that  way.  It 
comes  very  much  broken  up  as  to  grades.  They  have  all  grades. 
For  instance,  we  had  one  man  that  shipped  us  cotton  from  South 
Carolina,  fie  buys  the  cotton  at  a  country  store.  One  man  will 
bring  in  5  bales  of  cotton  in  December  of  the  first  picking,  and 
another  man  may  bring  in  cotton  he  has  just  got  out  of  the  fields. 
The  early  pickings  are  best,  as  a  rule,  unless  the  weather  is  ex- 
ceptionally fine.  So  we  have  all  kinds  of  grades.  *  ♦  * 
The  man  who  ships  from  the  South  to-day  looks  at  the  market 
and  says,  "  December  is  selling  at  10.35 ;  it  wilL  pay  me  to  ship 
to  New  York."  He  buys  300  bales  of  cotton  and  sends  me  an 
order  to  sell.  He  ships  that  cotton  along.  He  has  bought  it 
right  out  of  the  wagons,  all  grades.  As  soon  as  he  buys  a  hun- 
dred bales  he  puts  it  in  a  car  and  starts  it  off,  and  the  same  with 
the  next  hundred  bales.  He  practically  does  not  know  what 
the  grade  is. 

A  difficulty  under  which  the  New  York  market  labors  is  the  irreg- 
ular delivery  of  cotton  by  railroads.  It  is  argued  that,  even  though 
a  prospective  deliverer  on  a  New  York  contract  were  to  class  his  cot- 
ton out  into  fairly  even  running  lots  in  the  South  and  ship  it  to  New 
York,  the  chances  are  that  the  cotton  would  not  arrive  in  the  latter 
market  with  sufficient  regularity  to  permit  him  to  make  the  deliveries 
as  he  had  originally  contemplated.    The  necessary  result,  it  is  con- 


ALLEGED  INTENTIONAL  MIXING  OF  CONTRACT  DELIVERIES.    155 

tended,  is  that  the  seller  must  protect  himself  by  delivering  such 
cotton  as  he  has  on  hand.  It  is  asserted  that  the  difficulties  over 
transportation  alone  would  go  a  long  way  toward  explaining  the  wide 
range  of  grades  ordinarily  tendered  on  a  New  York  contract,  and 
that  no  improper  motive  is  involved ;  this  probably  is  a  factor. 

A  member  of  the  New  York  Cotton  Exchange  whose  firm  does  a 
large  spot  business  and  regularly  receives  large  quantities  of  cotton 
from  the  South,  when  asked  whether  there  was  any  disposition  on  the 
part  of  deliverers  in  the  New  York  market  to  split  up  their  tenders 
into  an  unnecessarily  large  number  of  grades  for  the  purpose  of  mak- 
ing the  buyer  run  from  the  notice,  said,  in  substance : 

None  in  the  world.  I  have  never  seen  anything  of  that  sort. 
Buyers  ordinarilv  run  from  notices  in  this  market  and  in  any 
other  market  unless  they  want  the  cotton.  Speculative  buyers 
do  not  have  money  to  take  up  the  cotton,  as  a  rule.  They  run 
from  their  contracts  in  New  Orleans ;  not  so  much  in  Liverpool, 
because  Liverpool  is  primarily  more  a  spinner's  market. 

Another  member  of  the  New  York  Cotton  Exchange  who  disputed 
these  charges  said : 

I  think  that  is  too  absurd  to  answer.  The  first  point  is  that 
the  trouble  and  expense  of  fixing  up  such  contracts  would  take 
a  man's  profits  all  away.  You  would  have  to  readjust  all  your 
contracts  to  do  that.  Naturally,  the  man  who  delivers  cotton  is 
not  delivering  any  better  quality  or  any  more  desirable  grades 
than  he  is  compelled  to  deliver.  We  go  through  the  contracts 
often  and  we  cull  out  the  best  and  paten  up  what  is  left  and  re- 
deliver it,  and  we  sell  what  we  take  up  at  a  premium  to  a  mill. 
We  fix  it  up  for  the  mill.  We  do  that  work  of  which  you  speak, 
that  the  mill  would  do  if  it  had  the  machinery.  We  take  these 
disconnected  lots  and  make  up  even-running  lines  and  offer  them 
in  that  form  to  the  spinners,  and  we  are,  of  course,  paid  a 
premium  for  that  work. 

The  spot  cotton  representative  of  another  New  York  house,  a  man 
who  has  had  many  years'  experience  in  the  actual  receipt  and  de- 
livery of  cotton,  in  discussing  this  point  said,  in  substance: 

I  see  no  disposition  on  the  part  of  deliverers  here  to  put  an  un- 
necessarily large  number  of  lots  in  the  contract  to  inconvenience 
or  embarrass  the  receiver.  You  see  you  break  up  your  contracts 
for  shipment.  Then  you  assemble  your  contracts  again  for  de- 
livery. After  vou  have  gone  on  and  assembled,  you  have  a  cer- 
tain number  of  lots  over.  Then  you  jam  all  those  lots  into  one 
contract.  If  I  can  make  a  contract  with  a  number  of  large  lots 
together,  making  a  hundred  bales  of  the  required  weight,  I  would 
rather  do  it ;  and  then  when  I  get  through  I  put  these  odds  and 
ends  into  one  lot  and  pass  it  along.  Some  people  might  be 
shortsighted  enough  to  purposely  put  a  great  number  of  ^ades 
into  a  contract,  but  I  do  not  think  it  is  the  general  practice.    I 
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think  it  is  the  exception,  and  done  in  a  very  few  cases.  ♦  ♦  ♦ 
Ordinarily  when  cotton  comes  here  it  comes  in  a  rush.  The  idea 
is  to  get  it  on  to  the  other  fellow  just  as  quickly  as  you  can,  to 
save  cost  and  insurance,  and  with  as  little  labor  as  possible,  and 
you  don't  care  how  the  other  fellow  gets  it.  *  *  *  Usually 
when  they  are  in  a  fight  there  is  something  else  to  think  about 
than  these  small  details.  The  clerks  don't  bother — ^they  want  to 
get  hold  of  the  cotton.  On  the  other  hand,  you  see  it  is  much 
easier  for  them  to  put  a  lot  of  cotton  together.  If  the  men  on  the 
dock  can  handle  it  in  hundred-bale  lots  and  hustle  it  along,  they 
would  rather  do  so  than  to  handle  it  in  small  lots.  That  is  the 
reason  the  lot  of  100  bales  there  [indicating]  was  all  shoved  into 
one  lot.  This  broken  part  comes  up  by  reason  of  their  trying  to 
class  out  cotton  of  different  inspection  dates  going  in  at  different 
times.  Now,  suppose  you  were  a  shipper  down  South,  and  you 
send  here  a  lot  marked  PIG,  say  25  Dales,  and  S  A  M  25  bales, 
and  H  O  L  25  bales,  and  F  I  G  25  bales.  Now,  for  instance,  you 
have  sent  them  from  the  South  thinking  that  it  would  be  a  hun- 
dred bales ;  that  it  would  be  a  contract  weighing  between  49,500 
pounds  and  50,500  pounds.  Probably  it  has  lost  in  weight,  and 
doesn't  weigh  that.  Probably  you  would  have  to  put  in  a  1  or  2 
bale  lot.  In  the  next  place,  it  is  split  according  to  grade.  Then 
the  steamship  company  will  ship  it  in  probably  five  or  six  dif- 
ferent lots.  Then,  according  to  the  rules  of  the  exchange,  thev 
have  got  to  close  up  each  lot  each  day.  If  they  start  to  handle  all 
this,  and  only  handle  2  bales  that  day,  there  is  a  split  there.  So 
you  can  account  for  these  splits  in  this  way. 

Cotton  shipped  to  New  York  is  usually  shipped  here  by  people 
who  can  not  sell  it.  Suppose  you  are  a  shipper  down  South,  and 
sell  500  bales  for  delivery  to  Liverpool,  say  strict  middling:.  In 
order  to  get  that  500  bales  you  might  have  to  buy  a  thousand  bales 
in  order  to  get  the  grade  you  wanted  to  ship  to  Liverpool.  You 
take  what  you  have  got  left  over,  and,  because  your  money  is  tied 
up  and  you  want  to  realize  on  the  cotton,  you  in  turn  ship  that 
500  bales  here  to  New  York.  If  you  have  no  use  for  it,  ana  can't 
sell  it,  you  ship  it  here  to  deliver  on  contract.  Some  people  send 
it  in  i-bale  and  5-bale  and  25-bale  lots.  One  shipper  will  not  gt) 
to  the  trouble  of  re-marking  it,  and  another  will.  A  5-bale  lot 
might  have  five  different  grades  of  cotton. 

From  various  statements  made  to  representatives  of  the  Bureau, 
however,  it  appears  reasonably  certain  that  the  privilege  of  tender- 
ing a  miscellaneous  assortment  of  grades  in  the  New  York  market 
has  at  times  been  abused  bv  individual  deliverers.  Such  abuses  are 
not  confined  to  the  New  York  market,  although  they  appear  to  have 
occurred  with  special  frequency  there.  For  instance,  in  the  Liver- 
pool market,  where  the  deliverer  is  allowed  to  tender  four  marks 
on  a  single  contract  delivery,  it  is  said  to  be  a  general  practice  of 
sellers  to  mix  deliveries  to  this  extent,  even  though  they  may  be  put 
to  some  trouble  in  doing  so.  In  the  same  way,  in  the  New  Orleans 
market,  where  tenders  are  admittedlv  much  more  satisfactorv  than 
at  New  York,  certain  sellers  who  found  that  a  mill  was  able  to  use 
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the  deliveries  are  said  to  have  made  a  special  point  of  tendering  a 
gi'ade  of  cotton  not  adapted  to  the  requirements  of  the  mill  in  ques- 
tion. Whenever  an  active  market  campaign  is  in  progress,  feeling 
between  the  two  factions  in  the  market  is  likely  to  be  more  or  less 
acute^  and  at  such  times  the  seller  who  is  compelled  to  provide  cotton 
in  satisfaction  of  his  contract  may  be  disposed  to  ''  get  even  "  with 
the  buyer  by  making  the  tender  unnecessarily  objectionable.  Simi- 
larly, in  individual  cases  where  personal  animosity  has  been  a  con- 
sideration, it  is  not  unlikely  that  an  unnecessarily  large  number  of 
grades  have  been  deliberately  put  into  a  single  delivery.  Still,  again, 
it  must  be  remembered  that  cotton  exchanges  were  primarily  organ- 
ized for  the  benefit  of  the  merchant  rather  than  for  that  of  the 
spinner,  and  that  the  merchant  naturally  might  feel  that  it  was  not 
to  his  interest  to  make  it  practicable  for  the  spinner  to  secure  his 
exact  requirements  on  exchange  contracts,  since  the  result  of  this 
would  be  to  render  the  spinner  more  independent  of  the  merchant. 
The  question  of  self-interest  is  probably  a  factor  of  some  importance. 
In  spite  of  occasional  instances  of  what  appears  to  be  a  deliberate 
effort  to  handicap  the  receiver,  and  in  spite  of  more  or  less  natural 
jealousy  of  their  own  interests  on  the  part  of  merchants,  it  does  not 
seem  that  the  charge  that  deliveries  have  persistently  and  systemat- 
ically been  made  objectionable  from  improper  motives  by  the  inclu- 
sion of  an  unnecessarily  wide  range  of  grades  is  sustained.  As  a 
matter  of  fact,  no  large  amount  of  time  was  spent  in  investigating 
this  charge  as  to  the  mere  point  of  intent  or  motive,  for  the  simple 
reason  that,  as  a  matter  of  fact,  tenders  are  ordinarily  so  mixed  as 
to  be  objectionable.  The  fact  of  this  condition  was  considered  of 
more  importance  than  the  personal  motives  which  might  have  been 
responsible  for  it.  The  opportunity  is  clearly  open  for  abuse  of  this 
privilege  in  either  the  New  York  or  the  New  Orleans  market. 

Section  4.  Harrow  range  of  grades  ordinarily  required  by  spinners. 

Particular  complaint  against  the  range  of  contract  grades  is  made 
by  spinners,  and  their  complaints  include  both  classes  already  de- 
scribed ;  that  is,  spinners  not  only  very  generally  favor  the  exclusion 
from  contract  deliveries  of  some  grades  now  tenderable,  but  also 
frequently  demand  that  deliveries  on  a  single  contract  tender  be 
restricted  to  a  comparatively  narrow  range.  They  assert  that  the 
mixed  deliveries  usually  tendered  on  contracts  in  either  New  York 
or  New  Orleans  are  unsuited  to  their  needs,  and  that  it  is  impracti- 
cable for  them  to  receive  cotton  on  exchange  contracts  with  the  idea 
of  shipping  it  directly  to  their  mills. 

The  refusal  of  cotton  exchanges  to  accede  to  requests  for  a  restric- 
tion of  deliveries  has  resulted  in  considerable  condemnation  of  the 
entire  future  system.     Spinners,  finding  when  they  have  taken  up 
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cotton  on  contract  that  they  have  rarely  obtained  the  grades  which 
they  desired,  but  instead  a  wide  assortment  of  grades,  frequently 
comprising  those  which  were  least  desirable,  have  often  denounced 
the  contract  market  as  a  mere  device  to  facilitate  purely  speculative 
operations  in  cotton  without  regard  to  the  general  interests  of  the 
cotton  trade. 

There  can  be  no  doubt  that  ordinarily  the  range  of  grades  suiled  to 
the  purposes  of  any  single  spinner  at  a  given  time  is  an  exceedingly 
narrow  one,  and  also  that  cotton  desirable  for  spinners  generally  falls 
within  a  comparatively  narrow  range.  Probably  a  large  majority  of 
mills  do  not  want  cotton  lower  in  grade  than  middling.  In  his  deal- 
ings with  the  spot  merchant  the  spinner  in  a  large  number 
and  perhaps  in  a  majority  of  cases  demands  nearly  even  running 
cotton;  and  this  not  only  with  respect  to  grade  as  determined 
by  color  and  percentage  of  foreign  matter,  but  also  with  re- 
spect to  length  and  strength  of  staple.  Statements  obtained 
from  spinners  and  from  a  large  number  of  cotton  merchants  deal- 
ing directly  with  spinners  show  that  this  is  the  general  practice  of 
the  trade.  An  occasional  bale  or  two  in  a  given  consignment  only 
slightly  off  the  grade  stipulated  would  not  be  objected  to  by  the  spin- 
ner, but  it  is  the  exception  rather  than  the  rule  for  a  spinner  to  per- 
mit a  merchant  to  deliver  him  a  range  of  more  than  a  half  grade 
either  way  from  the  grade  desired.  A  considerable  number  of  mills, 
it  is  true,  use  a  wider  range  of  grades,  but  in  making  their  purchases 
comparatively  few  spinners  are  disposed  to  give  such  latitude  to  the 
merchant  supplying  them.  In  fact,  as  above  stated,  many  spinners 
insist  on  practically  even  running  cotton. 

A  cotton  merchant  in  the  South  said  in  discussing  spot  purchases  of 
spinners : 

The  buyer  stipulates  to  the  spinner  at  the  time  that  he  makes 
the  sale  just  what  delivery  is  going  to  be  made,  and  it  is  even 
running  as  a  general  thing.  They  do  not  allow  you  any  half 
grade  above  or  half  grade  below. 

One  of  the  leading  merchants  of  New  Orleans  said : 

Unless  you  specify  a  half  grade  either  way,  it  is  usually  sup- 
posed that  you  will  deliver  even-running  cotton;  but  any  fair 
mill,  if  there  are  a  few  bales  lower  and  a  few  bales  higher,  will 
accept  them  and  let  one  offset  the  other,  but  they  expect  prac- 
tically even  running  cotton. 

A  merchant  of  Shreveport,  La. : 

Orders  from  spinners  are  almost  entirely  for  even-running 
grades. 

Spinners  very  often  insist  that  they  should  be  allowed  to  demand 
on  exchange  contracts  either  a  single  grade  or  such  specific  grades  of 
cotton  as  they  require  for  their  particular  needs.    Any  provision  thus 
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permitting  the  buyer  of  a  future  contract  to  specify  the  grades  which 
he  will  receive  is,  of  course,  directly  opposed  to  the  present  concep- 
tion of  an  exchange  contract  under  which  the  option  of  selecting  the 
grades  for  delivery  lies  absolutely  with  the  seller.  Some  reasons  why 
it  is  impracticable  to  give  the  buyer  the  option  of  demanding  such 
grades  as  he  may  desire  will  appear  more  clearly  later.  It  may  be 
noted  here  that  if  these  demands  of  the  spinner  were  granted  the  al- 
most inevitable  effect  would  be  to  enhance  the  price  of  contracts. 
Under  present  conditions  the  spinner  secures  the  specific  grades  of 
cotton  that  he  wants  from  cotton  merchants.  These  cotton  merchants 
buy  miscellaneous  grades  from  planters  and  growers,  the  small  grower 
in  particular  usually  insisting  upon  selling  his  crop  as  it  runs  instead 
of  selling  specific  grades.  The  merchant  assorts  and  reassembles  these 
miscellaneous  grades  into  even-running  lots,  which  he  offers  to  the 
spinner.  For  his  labor  in  thus  purchasing  a  mixed  assortment  of 
cotton  and  reassembling  it,  and  for  his  risk  in  undertaking  to  furnish 
the  spinner  with  specific  grades,  the  merchant  naturally  and  neces- 
sarily demands  compensation,  that  compensation  depending  partly 
upon  the  character  of  the  crop,  upon  the  grades  of  cotton  desired  by 
individual  spinners,  and,  of  course,  upon  the  extent  of  competition. 
The  cotton  merchant  performs  a  valuable  service  to  the  spinner  in 
thus  undertaking  to  secure  for  him  such  specific  grades  of  cotton  as 
may  be  suited  to  his  individual  requirements.  If  the  seller  of  cotton 
on  exchange  contracts  is  compelled  to  perform  this  function  of  a  mer- 
chant, he  certainly  will  demand  compensation  in  the  form  of  a  higher 
price  for  the  contract.  In  other  words,  those  spinners  who  assume 
that  they  could,  under  the  same  conditions,  buy  future  contracts  which 
would  restrict  the  delivery  to  a  very  narrow  range  of  grades  at  the 
same  price  at  which  they  buy  the  present  broad  contract  are  greatly 
mistaken.  On  the  other  hand,  it  may  be  that  some  restriction  is 
worth  the  cost. 

Moreover,  as  will  appear  more  clearly  later,  it  is  exceedingly  doubt- 
ful whether  any  system  can  be  devised  under  which,  even  though  the 
buyer  of  the  contract  were  permitted  to  name  what  grades  should  be 
deliverable,  deliveries  would  be  acceptable  to  spinners.  This  is  due 
to  the  fact  that  spinners  are  not  only  concerned  in  the  grade  of  cot- 
ton— which  is  ordinarily  established  in  contract  deliveries  on  the 
degree  of  color  and  the  amount  of  foreign  matter  in  the  cotton — but 
are  also  interested,  and  vitally,  in  numerous  other  characteristics,  such 
as  the  length,  strength,  and  general  character  of  the  staple,  which  are 
not,  and  some  of  which  can  not  be,  taken  account  of  in  official  classi- 
fications. Cotton  merchants  were  almost  unanimous  in  asserting  that 
no  contract  suitable  for  general  trading  purposes  could  be  devised  to 
enable  any  large  number  of  spinners  to  supply  their  requirements  di- 
rectly through  transactions  on  the  cotton  exchanges. 
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Cotton  exchanges  not  primarily  intended  to  facilitate  busi- 
ness OF  SPINNERS. — Cotton  exchanges,  in  fact,  do  not  profess  that 
their  contracts  were  primarily  designed  to  enable  spinners  to  receive 
supplies  of  cotton  upon  them.  Instead,  it  is  frankly  stated  that  cotton 
exchanges  were  organized  primarily  to  facilitate  the  business  of  cot- 
ton merchants.  A  member  of  the  New  York  Cotton  Exchange  said 
on  this  point: 

This  question  of  restricting  the  grades  is  a  most  serious  one, 
and  gives  rise  to  much  discussion  and  deliberation.  Is  it  to  the 
benefit  of  the  producer  that  the  price  of  a  contract  upon  which 
he  can  not  deliver  his  product  is  high,  because  of  that  inability, 
or  is  it  to  his  advantage  to  be  able  to  deliver  through  his  mer- 
chant all  the  cotton  vv'hich  he  produces?  The  spinner  can  not 
use  the  entire  product  of  any  one  planter.  Every  mill  differs 
from  every  other  mill  to  a  greater  or  less  degree  in  the  character 
of  cotton  that  it  uses.  Now,  a  contract  which  will  suit  one  spin- 
ner will  not  suit  another,  excepting  that  the  scarcity  of  the  grades 
to  which  he  might  limit  the  contract  would  so  enhance  its  value 
as  to  enable  him  to  profit  by  the  inability  of  the  planter  to  deliver 
that  specified  grade,  because  it  had  not  been  grown. 

The  cotton  exchanges  of  the  world  were  formed  for  the  ben- 
efit of  the  ynerchants  and  the  producers.  The  spinner  up  to  the 
present  time  has  opposed  the  exchanges  on  the  gi-ound  that  the 
operations  on  their  floors  advanced  the  price  of  cotton  to  his  detri- 
ment. Now,  after  opposing  the  exchanges  for  thirty-six  or  thirty- 
seven  years,  they  are  forced  to  admit  that  they  would  be  unable 
to  carry  on  their  business  without  them  until  some  better  method 
is  devised.  This  statement  was  made  in  the  Atlanta  convention  * 
by  the  spinners  from  every  section  of  the  world.  The  question  be- 
fore the  cotton  exchanges — and  it  is  a  serious  one,  one  which  can 
not  be  decided  in  a  month  or  a  year — is.  To  what  degree  shall 
the  spinner  be  satisfied  at  the  expense  of  the  merchant  and  the 
producer  ? 

The  same  argument  was  advanced  by  a  merchant  in  Vicksburg, 
Miss.,  who  said  that  the  future  contract  was  not  designed  for  the  use 
of  the  spinner.  In  his  opinion,  it  was  not  probable  that  any  contract 
could  be  devised  that  would  be  used  to  any  considerable  extent  by 
spinners  with  a  view  to  actually  taking  up  cotton  thereon. 

A  similar  view  is  also  taken  by  some  spinners.  A  large  mill  owner 
of  Macon,  Ga.,  said,  in  substance: 

It  is  not  at  all  essential  that  a  contract  should  provide  for  the 
tender  of  cotton  that  will  be  always  acceptable  to  spinners.  Spin- 
ners as  a  rule  do  not  buy  contracts  in  anticipation  of  accepting 
cotton.  Neither  do  merchants  who  sell  contracts  sell  in  antici- 
pation of  delivering  cotton.  These  transactions  are  solely  for  the 
purpose  of  insuring  parties  against  loss,  and  any  contract  that 
will  give  the  trade  this  insurance  will  be  satisfactory.     ♦    ♦     ♦ 

« In  1907. 
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The  present  nominal  range  of  grades  is  not  too  wide  if  the  classi- 
fication of  cotton  tendered  should  be  intelligently  and  honestly 
made. 

A  merchant  of  Houston,  Tex.,  said  that  a  contract  for  the  future 
delivery  of  cotton  should  be  broad  enough  to  include  all  spinnable 
grades  of  cotton ;  that  the  evils  complained  of  were  not  the  result  of 
a  broad  contract,  but  of  a  wrong  classification  and  a  wrong  system 
of  determining  differences. 

Section  5.  Oeneral  arguments  in  favor  of  the  exclntion  of  low  gprades 
from  privilege  of  contract  deUvery. 

While  demands  of  spinners  that  individual  deliveries  of  cotton  be 
restricted  to  specific  grades  are  generally  pronounced  impractical, 
many  interests  in  the  cotton  trade,  including  cotton  merchants  as 
well  as  spinners,  are  in  favor  of  some  limitation  of  the  contract  range 
itself,  particularly  by  the  exclusion  of  some  of  the  lowest  grades  now 
tenderable. 

Change  in  quality  of  cotton  used  by  most  spinners. — One  of 
the  principal  arguments  upon  which  the  exclusion  of  low  grades 
from  contract  delivery  is  favored  is  that  the  standard  of  cotton  used 
by  a  majority  of  spinners  has  been  materially  raised  in  the  past 
twenty  years.  This  improvement,  while  somewhat  spasmodic  accord- 
ing to  the  dictates  of  fashion,  has  nevertheless  been  more  or  less  per- 
manent. It  has  been  due  in  part  to  the  increased  prosperity  in 
business,  which  has  stimulated  the  demand  for  high-grade  cotton 
goods.  This  tendency  is  suggested  in  the  following  statement  by  an 
advocate  of  a  narrower  contract: 

The  trend  of  dry-goods  development  is  continuously  toward  a 
demand  for  better  class  of  goods,  owing  to  the  increased  earning 
power  of  our  population  and  their  increased  tendency  toward  lux- 
ury. *  ♦  *  That  is  true  throughout  all  conditions  of  society. 
The  disposition  of  women  is  to  wear  constantly  finer  cotton 
goods  for  clothes.  In  the  old  days  the  average  woman  was  con- 
tented with  a  pretty  calico  made  out  of  cheap  print  cloths.  To- 
day she  wants  ner  muslins  and  lawns.  In  the  old  days  a  colored 
tablecloth  was  used  in  the  gi'eat  majority  of  households  in 
America.  They  were  more  economical,  aid  not  have  to  be 
washed  so  often,  etc.  To-day  the  average  housekeeper  wants  a 
damask.  *  *  *  The  depreciation  in  low-grade  cotton  has 
been  more  marked  this  year  (1907)  than  any  year  within  my 
recollection.  Why?  Because  the  good  crops  of  the  preceding 
four  or  five  years  have  permitted  of  the  manufacture  of  fine 
goods  and  have  habituated  the  public  demand  to  the  manufac- 
ture of  those  goods,  with  the  result  that  when  your  manufacturer 
comes  to  put  goods  on  the  market  made  out  of  low-grade  cotton 
he  finds  tnat  they  are  barely  salable. 
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Labor  conditions  have  also  tended  to  raise  the  standard  of  the  aver- 
age quality  of  cotton  ordinarily  used  by  spinners.  Operatives  work- 
ing on  a  piece  basis  know  that  they  can  not  earn  as  much  in  spinning 
and  weaving  poor  cotton  as  they  can  in  handling  good  cotton,  and 
they  therefore  demand  that  they  be  given  better  material  or  else  a 
higher  rate  of  pay.  In  this  connection  it  may  be  noted  that  one  great 
reason  why  dusty  cotton  is  not  acceptable  to  many  mills  is  that  the 
operatives  object  to  it. 

A  member  of  the  New  York  Cotton  Exchange,  in  discussing  the 
influence  of  labor  conditions,  said : 

In  the  last  few  years  there  has  been  a  tendency  for  the  mills  of 
the  world  to  want  a  better  class  of  cotton  than  formerly,  and 
that  is  due  largely  to  labor  conditions.  *  *  *  \  certain 
propoilion  of  the  laborers  are  paid  so  much  a  cut  for  the  cloth 
that  they  turn  out,  and  when  they  are  using  good  cotton  the 
yarns  break  less  and  the  production  is  greater  than  when  they 
are  using  a  lower  grade  of  cotton.  You  take  any  town  whefe 
there  are  two  mills  making  the  same  class  of  stock.  If  it  became 
known  among  the  help  that  one  mill  .was  buying  a  better  class  of 
cotton  than  the  other,  it  would  be  easier  for  the  mill  buying 
good  cotton  to  keep  a  supply  of  labor  than  the  other. 

This  tendency  of  spinners  to  use  the  better  grades  of  cotton  is 
subject  to  modification.  Thus,  if  a  prolonged  period  of  commercial 
depression  were  to  occur  it  would  result  in  a  material  change  in  the 
character  of  the  demand  and  stimulate  the  consumption  of  low-grade 
cotton  rather  than  of  the  higher  grades.  Again,  even  without  ma- 
terial change  in  financial  conditions,  the  demand  for  various  grades 
may  be  influenced  by  fashion.  It  is  one  of  the  proverbs  of  the  cotton 
trade  that  practically  no  cotton  is  grown  which  does  not  find  a 
market.  Grades  which  are  undesirable  to-day  may  be  eagerly  sought 
for  six  months  or  a  year  hence.  In  fact,  cotton  merchants  very  gen- 
erally assert  that  it  is  an  important  part  of  their  business  to  purchase 
grades  which  for  the  moment  are  in  poor  demand  and  hold  them  until 
they  are  in  better  demand. 

Because  of  this  constant  though  somewhat  limited  demand  for  the 
lower  grades  of  cotton,  and  because  of  the  possibility  of  a  much  more 
active  demand  occasionally  for  such  grades,  it  is  argued  by  others 
that  there  should  be  no  exclusion  of  these  grades  from  delivery  on 
cotton-exchange  contracts. 

Difficulty  in  classing  of  and  establishing  differences  for  low- 
grade  COTTON. — Another  argument  advanced  in  favor  of  a  more  re- 
stricted contract,  and  particularly  for  the  exclusion  of  some  of  the 
lower  grades,  is  that  the  principal  difficulty  in  classification  of  cotton 
occurs  in  the  case  of  the  lower  grades.  The  difficulties  in  classifica- 
tion have  already  been  sufficiently  illustrated.  The  argument  that 
these  difficulties  would  be  limited  by  the  adoption  of  a  more  re- 
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stricted  contract  is  presented  in  the  following  excerpt  from  a  state- 
ment by  a  leading  cotton  merchant  in  New  Orleans : 

The  better  ^ades  are  much  easier  classed  than  the  lower 

grades.  There  is  where  the  principal  diflBculty  comes  in.  People 
isagree  on  the  lower  grades  because  there  are  so  few  of  them 
that  few  people  know  how  to  class  them.  In  other  words,  they 
do  not  handle  enough  low-grade  cotton  to  know  what  to  call  it. 
But  when  it  comes  to  strict  low  middling  and  grades  above,  they 
are  generally  plentiful,  and  every  classer  understands  what  they 
are,  and  they  rarely  differ.  But  when  it  comes  to  good  ordinary 
and  strict  good  ordinary,  hardly  two  classers  will  agree,  and  that 
is  one  other  reason  why  I  should  say  that  such  low  grades  should 
be  eliminated. 

The  restriction  of  the  range  of  contract  grades  is  also  of  vital  im- 
portance in  the  establishment  of  grade  differences.  As  shown  in 
Part  I  of  this  report,  the  establishment  of  such  differences  has  been 
the  subject  of  acute  controversy  and  has  been  productive  of  abuses, 
and  this  even  in  the  New  Orleans  market,  where  the  commercial- 
difference  system,  which  in  principle  is  the  fundamentally  correct 
system,  is  employed.  In  the  case  of  the  New  York  market,  where  the 
'•  fixed-difference  "  svstem  is  used,  it  was  shown  that  errors  in  estab- 
lishing  grade  differences  have  repeatedly  resulted  in  sending  the 
contract  price  to  an  abnormal  discount  as  compared  with  the  spot 
price  of  middling  cotton,  and  that  this  has  caused  enormous  losses  to 
holders  of  contracts. 

The  principal  difficulty  in  establishing  differences  under  the  com- 
mercial-difference system  occurs  in  the  case  of  extremely  low  gi'ades 
and  of  irregular  cotton.  It  is  argued  that  if  such  grades  were  elim- 
inated from  the  privilege  of  contract  tender  the  danger  of  errors  in 
differences  would  be  greatly  lessened  and  that  as  a  result  the  normal 
parity  between  the  spot  and  contract  prices  would  be  much  better 
maintained.  The  natural  result  of  this  would  be  to  give  greater 
stability,  not  only  to  speculative  operations,  but  particularly  to  hedg- 
ing transactions,  which,  as  explained  in  Part  I,  are  intended  as  a  sort 
of  insurance  for  cotton  merchants  and  spinners. 

In  connection  with  this  influence  of  a  more  limited  contract  upon 

the  stability  of  hedging  transactions,  the  following  letter,  taken  from 

the  minutes  of  the  New  York  Cotton  Exchange,  is  of  interest.    It 

may  be  noted  that  this  letter  was  written  just  after  the  New  York 

revision  of  November,  1906,  and  that  since  then  several  of  the  grades 

referred  to  have  been  excluded  from  the  privilege  of  contract  delivery 

at  New  York. 

New  York,  November  27, 1906, 
Mr.  L.  L.  Fleming, 

Secretary  New  York  Cott&n  Exehan(ji\  New  York  City, 

Djear  Sir  :  The  New  York  Cotton  ExcTiange  has  been  subjected 
to  much  undeserved  criticism  by  other  exchanges,  and  the  re^•i- 
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sion  committee  has  been  so  severely  found  fault  with  that  I  for 
one  no  longer  wish  to  serve  upon  the  committee. 

We  were  brought  into  an  unfortunate  position  for  reason  of  our 
contract  allowing  grades  of  an  undesirable  character  to  come  here, 
which  could  not  be  tendered  on  the  New  Orleans  exchange,  and 
this  has  thrown  us  out  of  parity  with  the  southern  markets  and 
we  have  only  been  able  to  make  a  nominal  quotation  for  spot 
cotton,  for  where  under  normal  conditions  we  quote  twenty-five 
(25)  points  on  the  spot  month  we  are  now^  quoting  seventy-five 
(75)  points  on.  The  price  we  make  here  is  taken  as  a  basis  for 
contracts  in  the  dry  goods  market,  and  our  quotation  at  the 
present  time  does  not  represent  the  true  value  of  merchantable 
spinning  cotton. 

We  have  no  high  grades  in  our  stock,  yet  we  quote  good  mid- 
dling under  the  present  revision  at  fifty-seven  (ST)**  points  on 
middling,  when  it  can't  be  bought  in  the  southern  markets  for 
less  than  seventy-five  (75)  to  ninety  (90)  points  on. 

From  talking  with  a  number  of  members  of  the  exchange, 
as  well  as  some  of  our  largest  spinners,  it  would  seem  advisable 
to  modify  our  contract  and  bring  it  into  a  more  merchantable 
form  hy  eliminating^  our  quarter  grades,  especially  the  high 
grades  like  barely  middling  fair,  which  the  greatest  experts  have 
difficulty  in  classing,  and  sending  our  three  (3)  lowest  stained 
grades  to  the  waste  mills,  where  they  belong.  These  quarter 
grades  are  not  taken  into  consideration  in  either  buying  or  selling 
cotton  and  are  so  much  more  work  for  our  classification  bureau. 
I  fully  think  that  this  would  he  to  the  best  interest  of  the  New 
York  Cotton  Elxchange  and  would  bring  in  a  class  of  members 
who  are  not  simply  speculators,  but  spinners  who  were  hedging 
their  sales  of  goods  in  the  future  market.  We  should  also  have 
more  latitude  as  to  the  time  of  our  revision  of  differences  and  he 
governed  more  by  the  condition  of  the  crop,  for  it  is  seldom  we 
can  make  any  revision  in  September,  and  tnis  only  leaves  us  the 
month  of  November. 

The  character  of  our  trading  here  in  this  market  is  very  differ- 
ent from  what  it  used  to  be,  and  we  need  more  protection  against 
our  contracts  in  hedges  of  spot  cotton. 

Yours,  truly,  Charles  Stillman. 

Argument  that  exclusion  of  low  grades  would  result  in  im- 
proved METHODS  of  PICKING. — A  planter  of  Hempstead,  Tex.,  con- 
tended that  the  exclusion  of  some  of  the  low  grades  from  delivery  on 
contract  would  have  a  very  beneficial  effect  by  inducing  the  farmer  to 
take  more  pains  in  gathering  his  crop.  This  planter,  in  fact,  advo- 
cated a  contract  excluding  anything  below  middling  in  white  cotton 
and  below  middling  stained  in  colored  cotton.  He  admitted  that 
such  a  provision  would  exclude  a  considerable  percentage  of  the  crop 
from  contract  delivery,  and  that  the  natural  result  would  be  to 
depress  the  price  of  this  excluded  portion;  but  he  contended  that 
the  immediate  effect  of  this  would  Ik»  to  compel  the  farmer  to  give 

o  This  was  the  differoiico  ft)r  barely  good  middUug. 
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more  attention  to  picking  his  cotton,  and  that  within  a  very  few 
years,  perhaps  within  a  single  year,  the  proportion  of  low-grade  cot- 
ton would  be  greatly  reduced  by  improvements  in  methods  of  picking. 
He  contended  that  such  a  restricted  contract  would  in  the  end  add 
millions  of  dollars  to  the  value  of  the  cotton  crop  in  Texas  alone  each 
year.  The  low  grades  of  cotton,  he  asserted,  were  generally  the  result 
of  careless  picking  and  handling ;  if  the  farmer  knew  that  he  would 
get  a  premium  for  cotton  carefully  gathered,  he  would,  it  was  argued, 
exercise  much  greater  care  in  gathering  it. 

Section  6.  Comparison  of  range  of  g^des  in  cotton  contracts  with  that  in 
future  contracts  for  other  commodities. 

Those  who  argue  for  a  more  restricted  form  of  contract  point  to 
contracts  in  other  conmiodities  in  which  organized  future  trading 
i.s  extensively  conducted.  In  particular,  the  rules  of  the  Chicago 
Hoard  of  Trade  covering  contract  wheat  are  cited  in  support  of  argu- 
ments for  a  restricted  cotton  contract.  It  is  a  fact  that  the  rules  of 
the  Chicago  Board  of  Trade  restrict  the  seller  of  contract  wheat  to 
the  delivery  of  a  comparatively  small  number  of  grades.  This  is 
indicated  by  the  following  excerpt  from  the  rules : 

All  contracts  made  for  wheat  hereafter,  unless  otherwise  speci- 
fied, shall  be  understood  as  for  "  contract "  wheat,  and  on  such 
contracts  a  tender  of  No.  1  red  winter  wheat,  No.  2  red  winter 
wheat.  No.  1  northern  spring  wheat,  No.  1  hard  winter  wheat, 
or  No.  2  hard  winter  wheat,  in  such  proportions  as  may  be  con- 
venient to  the  seller,  subject,  however,  to  the  provisions  of  sec- 
tion 5  of  Rule  XXI,  shall  be  deemed  a  valid  tender:  Provided^ 
however^  That  on  all  No.  1  hard  winter  wheat  and  No.  2  hard 
winter  wheat  delivered  on  such  contracts  before  July  1,  1904,  5 
cents  per  bushel  shall  be  deducted,  and  delivered  on  and  after 
July  1,  1904,  2  cents  per  bushel  shall  be  deducted." 

Section  5  of  Rule  XXI,  referred  to  above,  provides  that — 

All  warehouse  receipts  for  property  tendered  or  delivered  on 
contracts  shall  be  for  quantities  or  parcels,  in  the  aggregate,  as 
sold:  *  *  *  Provided^  That  on  all  time  contracts  of  five 
thousand  (5,000)  bushels  of  grain  or  flaxseed,  or  any  multiple 
thereof,  deliveries  shall  be  made  in  lots  of  five  thousand  (5,000) 
bushels.     *     ♦     * 

It  will  thus  be  seen  that  deliveries  of  contract  wheat  at  Chicago, 
which  must  be  in  lots  of  5,000  bushels,  may  include  only  five  differ- 
ent grades.  Moreover,  very  little  winter  wheat  is  put  in  the  No.  1 
grades,  so  that  the  range  in  actual  deliveries  is  narrower  than  the 
rulas  might  suggest. 

The  rules  of  the  Chicago  Board  of  Trade  for  contract  corn,  up  to 
July,  1905,  limited  the  delivery  to  six  grades,  namely.  No.  1  corn,  No. 

«  An  amended  rule  eflfective  October  1, 1908,  omits  this  proviso. 
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1  white  corn,  No.  1  yellow  corn,  No.  2  corn,  No.  2  white  com,  and  No. 

2  yellow  corn.  Commencing  with  July  1,  1905,  the  tender  of  No.  3 
corn,  No.  3  white  com,  and  No.  3  yellow  corn  was  also  pi'ovided  for, 
these  three  last-named  grades  being  tenderable  only  at  a  deduction 
of  5  cents  per  bushel  from  the  contract  price. 

In  this  connection  it  should  be  noted  that  No.  1  com.  No.  2  com, 
and  No.  3  corn  are  mixed  grades.  As  in  the  case  of  wheat,  very  little 
corn  grades  as  high  as  No.  1. 

It  will  be  noted  that  the  rules  for  contract  wheat  provide  that  in 
case  the  seller  tenders  No.  1  hard  winter  wheat  or  No.  2  hard  winter 
wheat  the  buyer  shall  have  the  right  to  deduct  2  cents  per  bushel  on 
such  tenders.  Similarly,  in  the  case  of  deliveries  of  contract  corn 
a  deduction  of  5  cents  per  bushel  is  provided  in  case  the  seller  elects 
to  deliver  certain  grades,  namely.  No.  3  com.  No.  3  white  corn,  or 
No.  3  yellow  corn.  This  provision  has  been  cited  by  some  as  being 
the  counterpart  of  fixed  differences.  This  is  hardly  the  case.  While 
it  can  not  be  said  that  this  deduction  provided  for  is  really  in  the 
nature  of  a  penalty,  on  the  other  hand  it  does  not  correspond  to  the 
grade  differences  employed  in  the  cotton  trade.  It  will  be  noted  that 
there  is  no  recognized  basis  grade  as  in  the  case  of  future  contracts 
in  cotton,  and  that  the  No.  2  grades  of  the  respective  varieties  have 
the  same  contract  value  as  the  No.  1  grades,  respectively.  There  is  no 
real  correspondence  between  these  deductions  for  certain  grades  and 
the  differences  in  actual  market  values  of  the  various  grades. 

A  cotton  planter  of  Memphis,  in  arguing  for  a  more  restricted 
contract,  said  : 

The  contract  in  wheat,  in  pork,  in  lard,  in  corn,  or  any  other 
contract  for  the  future  delivery  of  any  commodity  that  is  grown 
in  this  country  is  a  much  more  preferable  contract  for  the 
pro<lucer  of  the  stuff  than  the  present  contract  on  cotton  in  New 
York  or  New  Orleans.  Take  the  contract  in  pork :  You  can  not 
tender  a  hog's  head,  nor  his  shoulders,  nor  his  hams,  nor  his 
feet.  *  *  *  You  have  got  to  tender  a  solid  piece  of  meat.  In 
a  pork  contract  you  can  not  tender  a  piece  or  meat  that  has  a 
knife-cut  in  it.  You  can  go  back  and  find  a  few  years  ago  where 
they  had  a  pork  corner.  It  was  going  up  very  high  and  the  con- 
sumers of  pork  wanted  the  stuff.  The  holders  ot  the  stuff  were 
afraid  to  sell  it  even  to  consumers,  for  fear  that  the  others  would 
get  hold  of  it  and  tender  it  back  to  them.  They  were  afraid 
that  the  shorts  would  get  hold  of  it  and  tender  it,  and  the  only 
way  the  longs  would  sell  the  pork  at  all  was  to  first  make  it  all 
untenderable  on  contract  by  drawing  a  knife  across  the  skin  of  the 
pork,  making  it  just  as  good  for  consumption  but  rendering  it 
untenderable  on  contract.    Take  lard :  You  can  not  tender  com- 

f)Oimd  lard  with  cotton-seed  oil  in  it;  you  have  got  to  tender  pure 
eaf  lard ;  it  has  got  to  be  a  certain  kind  of  lard,  and  it  is  the  very 
best  kind  of  lard. 
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AUJSGED  NECESSITY  FOR  A  BROAD  CONTRACT  FOR  THE  COTTON  CROP. — 

While  it  is  true  that  future  contracts  for  the  delivery  of  grain  and 
for  some  other  commodities,  such  as  provisions,  are  more  restricted 
than  the  contracts  of  cotton  exchanges,  it  is  urged  by  those  who  defend 
the  form  of  future  contracts  in  cotton  that  there  is  a  good  reason  for 
this  difference  in  the  simple  fact  that  the  cotton  crop  comprises  a 
much  wider  range  of  quality  than  is  found  in  grain  crops  or  in  other 
c'ommodities  usually  dealt  in  under  a  future  system.  One  reason  for 
this,  already  noted,  is  that  the  harvesting  of  the  cotton  crop  extends 
over  a  long  period,  during  which  there  are  frequently  violent  changes 
in  the  weather,  with  the  result  that  the  product  shows  a  very  great 
variety  in  grade.  Those  who  defend  the  broad  cotton  contract  now  in 
use  contend  that  this  distinctive  character  of  the  cotton  crop  demands 
a  different  contract  from  that  employed  in  the  case  of  grain.  The 
argument  is  frequently  made  that  "  the  contract  should  be  broad 
enough  to  take  care  of  the  crop  " — ^that  is,  that  a  future  contract  in 
cotton  should  permit  the  delivery  of  any  grades  of  cotton  actually 
raised  by  the  producer,  so  long  as  those  grades  are  adapted  to  any  or- 
dinary purpose  of  manufacture — and  that  to  exclude  any  merchant- 
able grades  of  cotton  from  contract  delivery  tends  to  restrict  the  mar- 
ket for  such  grades  and  thus  to  injure  their  selling  value.  The  farmer 
should  not  be  penalized,  it  is  argued,  because  unfavorable  weather  con- 
ditions or  other  circumstances  over  which  he  has  no  control «  change 
his  growing  crop  from  one  consisting  of  a  few  high  grades  to  one 
which,  either  because  of  delay  in  maturing  or  of  delay  in  gathering, 
finally  consists  of  a  very  large  number  of  widely  varying  grades. 
A  cotton  buyer  of  Mobile,  Ala.,  said  in  this  connection : 

My  opinion  is  that  a  future  market  to  justify  its  existence 
ought  really  to  deal  in  the  entire  range  of  grade  or  quality  of  a 
product.  Let  the  question  of  value  be  dealt  with  by  differences. 
I  think,  for  instance,  that  the  cotton  future  market  ought  to  be 
so  organized  that  it.  will  deal  in  every  ^ade  of  cotton  that  can 
be  classed  as  actual  cotton.  My  meanmg  is  that  I  would  not 
include  such  things  as  "  linters,"  "  grabots,"  or  an  article  which 
may  be  classed  as  manufactured,  such  as  "  yard  sweepings  "  or 
irregular  stuff  of  that  description.  In  this  connection  I  would 
be  inclined  to  exclude  threshed  cotton  or  cotton  showing  excess- 
ive sand  or  dust,  and  by  excess  I  would  be  disposed  to  say  more 
than  10  per  cent. 

A  future  broker  in  the  New  Orleans  market  said : 

My  idea  about  the  contract  is  that  if  you  have  cotton  and  it 
is  material  that  can  be  used  at  all  in  the  trade  in  any  form  or 
in  any  branch  of  the  business  it  should  be  tenderable  on  contract. 
We  are  in  the  cotton  business  and  we  are  trading  in  cotton; 

«  As  noted  above,  it  Is  contended  by  some  that  carelessness  in  picking  is  often 
partly  responsible  for  Inferiority  in  grade. 
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that  contract  ought  to  be  so  liberal  that  it  will  allow  anything 
to  go  so  long  as  it  will  pass  in  trade.  There  is  always  a  place 
for  that  stuff;  even  if  it  nappens  to  be  so  low  it  is  almost  worth- 
less, yet  it  has  a  market  value  and  it  can  be  quoted  properly. 

A  member  of  the  New  York  Cotton  Exchange,  in  discussing  this 
point,  said  : 

I  think  that  the  New  York  contract  ought  to  permit  of  the 
delivery  of  all  spinnable  cotton  of  whatever  grade,  and  I  think 
the  New  York  contract  should  permit  of  a  wioer  range  of  grades 
than  the  Liverpool  contract,  for  the  reason  that  in  this  country 
we  have  uses  for  very  low  gi*ade  tinged  and  stained  cotton 
which  they  do  not  have  in  England.  For  example,  in  this 
country  the  use  of  cotton  for  flie  manufacture  of  bags  has 
attained  proportions  absolutely  unknown  anywhere  else  in  the 
world.  The  use  of  low-grade  cotton  for  mattresses  and  for  the 
manufacture  of  twine  has  gone  far  beyond  anything  that  is 
known  in  England  or  on  the  Continent.  IjOW -grade  cotton  is  not 
unmerchantable  in  this  country.  In  Englana  it  often  is  prac- 
tically unmerchantable. 

A  member  of  the  New  Orleans  Cotton  Exchange,  in  defending  the 
present  form  of  contract,  said : 

What  constitutes  a  contract  ?  A  man  who  buvs  and  a  man  who 
sells.  You  can  have  no  contract  without  both  a  buyer  and  a 
seller,  either  in  real  estate,  stocks,  or  anything  else.  It  you  con- 
fine your  contract  to  a  very  narrow  margin,  you  are  going  to 
confine  transactions  to  a  very  narrow  margin.  It  is  a  fact  that 
the  narrower  you  make  the  contract  the  narrower  you  are  going 
to  make  the  business.  An  equitable  contract,  the  greatest  good 
to  the  greatest  number,  is  the  contract  which  the  New  Orleans 
exchange  has  always  striven  to  have.  We  did  have  a  much 
broader  contract  than  we  have  now,  and  we  have  eliminated  a 
great  many  of  the  imdesirabje  features  of  that  contract.  It  is 
possible  that  it  can  be  still  more  narrow,  but  time  and  experi- 
ence have  taught  us  that  it  had  better  not  be  more  narrow. 

The  future  contract  represents  the  cotton  crop,  and  should,  I 
think,  represent  all  merchantable  grades  and  styles  of  cotton 
which  are  produced  and  traded  in,  and  if  you  are  going  to  make 
a  future  market  you  have  got  to  give  it  proper  scope.  Crops  are 
not  all  alike.  I  think  you  will  acknowledge  that  the  best  future 
market  is  the  one  which  represents  the  greatest  amount  of  cotton 
which  is  produced;  and  if  the  contention  should  be  that  only 
certain  grades  above  a  certain  style  of  cotton  should  he  repre- 
sented by  the  future  market,  what  would  occur  to  the  greater  pro- 
portion of  the  people  with  low  crops,  who  could  not  have  their 
cotton  represented  at  all? 

Section  7.  Alleged  injurious  influence  of  a  broad  contract  upon  prices  of 
spot  cotton. 

One  of  the  principal  arguments  advanced  by  those  who  favor  a 
broad  contract  is  that  the  privilege  given  the  seller  of  delivering  a 
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wide  range  of  grades  results  in  benefit  to  the  producer.  This  argu- 
ment, which  has  been  advanced  repeatedly,  was  stated  in  a  circular 
letter  issued  bv  Charles  D.  Freeman,  a  member  of  the  New  York 
Cotton  Exchange,  in  reply  to  a  letter  of  Harvie  Jordan,  president  of 
the  Southern  Cotton  Association.  In  the  course  of  his  circular  Mr. 
Freeman  said: 

You  and  others  refer  to  "  dogtail "  cotton  that  is  tendered  in 
New  York.  I  think  it  is  your  duty  to  stop  and  consider  the  re- 
source to  the  southern  producer  of  a  market  for  grades  of  cotton 
for  which  he  might  not  be  able  to  find  a  market  in  his  own  terri- 
tory. Failing  to  find  the  profitable  market  at  home,  he  may  ship 
his  cotton  to  New  York,  and  during  all  the  years  that  these  rules 
have  Ijeen  in  operation  all  grades  of  cotton  that  have  cx)me  to 
New  York  have  in  the  end  been  shipped  hence  to  spinners  or  ex- 
ported on  a  profitable  basis.  The  rules  are  not  designed  to  make 
this  primarily  a  consumer's  market.  They  are  designed  to  make 
it  a  producer's  market,  and  by  reason  of  its  location  geographic- 
ally it  could  not  exist  solely  as  a  spinner's  market. 

In  answer  to  this  contention  that  a  broad  contract  affords  the 
grower  a  market  for  grades  of  cotton  which  he  might  not  be  able  to 
dispose  of  promptly  to  spinners,  opponents  of  the  present  broad  con- 
tract argue  that  the  farmer  pays  dearly  for  this  privilege  in  the  shape 
of  a  reduced  contract  value  for  all  other  grades.  The  further  con- 
tention is  made  that  by  depressing  the  price  of  future  contracts  the 
price  of  the  entire  crop  is  depressed.  This  argument  was  stated  by  a 
cotton  merchant  of  New  Orleans  in  June,  1907,  as  follows: 

If  I  had  the  making  or  framing  of  rules  governing  contracts — 
future  contracts — in  any  or  all  of  the  markets,  I  would  make  a 
big  change  in  the  system.  In  the  first  place,  I  would  not  permit 
any  cotton  to  be  tendered  below  strict  good  ordinary  white 
cotton,  and  nothing  below  low  middling  tinged,  and  nothing 
below  strict  low  middling  stained,  and  I  would  not  permit  any 
sandy  or  dusty  cotton  to  be  tendered.  *  *  *  You  will  find 
a  great  many  very  bright  cotton  men  that  will  disagree  with  me 
in  what  I  have  said.  They  will  say,  in  the  first  place,  that  we 
should  have  a  contract  that  would  allow  a  planter  or  a  merchant 
to  sell  contracts  and  tender  anything  in  the  shape  of  cotton  that 
has  bagging  and  ties  around  it.  My  reason  for  eliminating  the 
lower  grades  and  sandy  and  dusty  cotton  and  low-grade 
"  stains  "  and  "  tinges  "  is  that  a  lot  of  cotton  merchants  scat- 
tered around  over  the  country  pick  out  these  low  grades,  tinges, 
stain.s,  sandies,  dusties — in  other  words,  all  the  unsalable  cotton — 
and  accumulate  it  and  sell  futures  against  it  and  dump  it  on  the 
market,  and  of  course  the  holders  of  future  contracts  sell  them 
out  as  soon  as  they  find  that  they  are  compelled  to  take  this  un- 
merchantable stuff.  This,  of  course,  depresses  the  contract  below 
its  legitimate  value,  and  that  contract  in  turn  drags  down  with 
it  the  price  of  cotton  generally.  No  cotton  should  be  tendered 
on  contract  except  good  merchantable  cotton  that  can  readily 
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be  sold  to  spinners.  If  you  had  such  a  contract  as  I  mention,  it 
would  be  a  great  advantage,  not  only  to  the  planter  or  mer- 
chant and  the  banker  who  wanted  to  do  a  legitimate  business, 
but  also  to  the  spinner.  There  is  not  a  place  anywhere  to-day 
where  a  spinner  can  go  and  buy  and  receive  cotton  without 
getting  a  whole  lot  of  stuff  that  he  does  not  want.  The  planter 
himself,  or  the  merchant  who  does  a  legitimate  business,  should 
not  want  to  tender  his  odds  and  ends  on  contract,  if  he  knew  that 
by  doing  so  he  would  depress  the  balance  of  his  holdings  and  that 
of  his  neighbors.  Without  mentioning  any  particular  exchange, 
I  would  state  that  I  know  positively  that  there  has  been  accumu- 
lated from  time  to  time  and  shipped  to  a  particular  market  from 
100,000  to  200,000  bales  of  cotton,  low  and  undesirable  stuff,  that 
has  cost  the  South  millions.  I  have  seen  the  time  when  I  could 
have  positively  stated,  without  fear  of  being  contradicted,  that 
it  would  have  paid  the  holders  of  spot  cotton  in  the  South  to 
have  bought  the  entire  stock  I  allude  to,  and  have  burned  it  up 
or  dumped  it  into  the  Atlantic  Ocean,  as  this  small  amount  of 
cotton  was  depressing,  say,  from  5,000,000  to  10,000,000  bales  of 
cotton  scattered  all  over  the  world  from  $5  to  $10  per  bale. 

A  member  of  the  New  Orleans  Cotton  Exchange,  in  commenting 
upon  the  circular  of  Mr.  Freeman  (noted  on  p.  169),  said: 

It  was  the  worst  argument  that  anybody  could  possibly  use, 
because  at  the  utmost  there  is  not  more  than  250,000  bales,  say, 
of  that  style  of  cotton ;  and  the  fact  that  it  was  unmerchantable 
at  home  but  could  be  tendered  in  New  York  made  it  affect  the 
price  of  12,000,000  bales  of  good,  merchantable  cotton.  In  other 
words,  the  pri(»e  of  the  12,000,000  bales  of  those  planters  who  paid 
attention  to  the  raising  of  their  crop  and  who  picked  it  carefully 
was  affected  by  this  250,000  bales  of  cotton  raised  bv  careless, 
negligent  planters  who  did  not  pick  it  carefully.  It  did  give 
them  an  opportunity  to  sell  that  cotton ;  but  why  should  they  do 
it  to  the  detriment  of  those  who  owned  the  12,000,000  bales  of 
good  cotton? 

A  merchant  in  Lagrange,  Ga.,  said,  in  substance : 

The  low  grades  of  cotton  should  be  eliminated,  and  a  proper 
classification  would  eliminate  much  of  the  cotton  that  has  been 
certificated  in  New  York.  The  cotton  trade  would  not  suffer 
by  the  elimination  of  low-grade  cotton  from  contracts.  The 
members  of  the  New  York  Cotton  Exchange  defend  their  ac- 
ceptance of  low-grade  cotton  on  the  ground  that  it  affords  a 
market  for  these  grades.  This  argument  is  not  a  sound  one, 
because  no  market  should  accept  cotton  on  contracts  that  is  not 
readily  acceptable  to  the  average  spinner.  The  future  contract 
should  sell  for  such  a  value  as  to  represent  substantially  spot 
cotton,  in  order  that  this  contract  may  he  a  safe  hedge  and  a 
sure  guaranty  to  the  hedger  against  loss.  The  low  grades  that 
would  be  rejected  under  a  strict  and  fair  classification  would 
not  accumulate  in  New  York  as  a  menace  to  purchasers  wishing 
to  receive  cotton,  but  they  would  seek  mills  that  use  these  low 
grades.    There  are  mills  which  use  this  cotton,  and  if  it  could 
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not  be  tendered  on  contract  in  New  York  there  is  no  doubt  that 
other  mills  would  spring  up  in  the  South  and  create  a  demand 
for  these  low  grades. 

A  cotton  merchant  and  banker  in  North  Carolina  said,  in  sub- 
stance: 

The  argument  that  low  grades  should  be  deliverable  in  order 
to  make  a  broad  contract  is  not  a  sound  one,  nor  is  the  argument 
that  the  delivery  of  lower  grades  is  an  advantage  to  the  farmer  a 
sound  one.  In  the  first  place,  a  cotton  merchant  can  always  sell 
low-grade  cotton,  or  any  other  grade,  at  its  market  value.  The 
use  of  a  future  market  is  protection  to  the  cotton  merchant  and 
the  cotton  manufacturer,  but  to  afford  protection  the  contract 
must  be  a  valuable  one.  The  exclusion  of  low  gi'ades  would  cer- 
tainly add  value  to  the  contract.  In  the  second  place,  unde- 
sirame  grades  are  an  instrument  in  the  hands  of  manipulators 
to  hammer  the  market,  and  it  is  wrong  to  allow  a  million  bales 
of  low-grade  cotton  to  be  used  for  the  purpose  of  depressing  the 
price  of  12,000,000  bales  of  good  cotton.  The  argument  that  the 
elimination  of  low  grades  will  conduce  to  corners  has  no  force. 
The  moment  that  a  comer  was  apparent,  the  holders  of  cotton 
would  pour  it  into  New  York  and  break  the  corner. 

The  argument  advanced  in  several  of  the  foregoing  statements  that 
a  broad  contract  tends  to  depress  the  price  of  cotton  obtained  by  the 
grower  will  be  discussed  in  a  later  part  of  this  report. 


CHAPTER  11. 

SUGGESTED  SPECIFIC  CHANGES  IN  XANGE  OF  CONTRACT 

GRADES. 

The  general  arguments  for  and  against  some  restriction  npon  the 
range  of  grades  deliverable  on  future  contracts  have  l)een  outlined  in 
the  preceding  chapter.  Numerous  specific  suggestions  looking  to- 
ward such  restriction  were  submitted  to  agents  of  the  Bureau  during 
the  investigation.  Owing  to  the  radical  differences  of  opinion  in  the 
cotton  trade  as  to  the  wisdom  of  some  of  these  changes,  it  is  desirable 
to  present  in  some  detail  a  discussion  of  their  meritii. 

Section  1.  Specific  contracts. 

The  first  suggestion  is  for  specific  contracts;  that  is,  for  a  series  of 
contracts,  each  specifying  on  its  face  a  single  grade  or  at  most  a  very 
narrow  range.  Arguments  in  favor  of  such  contracts  were  for  the 
most  part  submitted  by  persons  not  familiar  with  all  features  of  the 
cotton  business.  A  number  of  spinners  advocated  such  a  contract  on 
the  ground  that  it  would  be  greatly  to  their  advantage;  but  it  is  con- 
demned bv  nearlv  all  other  interests  in  the  cotton  trade  as  utterlv 
«      •       •  • 

impracticable. 

The  generaj  feeling  of  cotton  merchants  toward  specific  contracts 
is  well  illustrated  by  the  following  excerpt  from  a  statement  obtained 
from  a  member  of  the  New  York  Cotton  Exchange : 

A  spinner's  contract  (m  an  exchange  is  an  impossible  condition 
to  have.  Their  contracts  are  supplied  them  by  merchants.  If 
the  exchanges  dealt  in  what  are  known  as  spinners'  contracts,  there 
would  not  be  any  sellers  of  those  contracts  except  at  a  higher 
price  than  what  they  would  have  to  pay  merchants.  This  is  lx»- 
cause  they  wovdd  have  to  take  the  contracts,  but  the  merchant 
could  always  sell  a  spinner's  contract  and  hedge,  and  would  never 
have  to  sell  it  at  the  price  of  competition.  There  would  always 
be  somebody  that  might  pay  more.  To  have  spinners'  contracts 
dealt  in  on  the  exchange  in  the  quantity  in  which  the  present 
contracts  are  dealt  in  would  be  a  Utopia  and  not  possible  or 
practicable;  but  the  merchant  does  make  contracts  witli  spinners 
lor  their  special  qualities,  governed  by  the  rules  of  the  exchange 
as  far  as  reclamations,  diflferences,  and  arbitrations  go. 

Arguments  advanced  in  fator  of  specific  contracts. — The  prin- 
cipal argument  advanced  in  favor  of  specific  contracts  is  that  the 
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buyer  is  entitled  at  the  time  he  makes  the  contract  to  know  what 
grades  he  will  receive  when  the  contract  matures,  and  that  he  should 
not  be  compelled  to  take  any  assortment  that  it  may  suit  the  seller  to 
tender. 

-  A  cotton  merchant  of  Natchez,  Miss.,  one  of  a  very  few  who  advo- 
cated a  system  of  specific  contracts,  said,  in  substance : 

Now,  you  know  that  years  ago  the  trading  in  cotton  on  orders 
from  the  other  side  was  very  largely  on  what  is  known  as 
"  basis  "  orders ;  that  is,  they  sent  their  orders  over  here,  basis 
middling,  so  much  off  for  grades  under  middling  and  so  much 
on  for  grades  over  middling;  and  I  suppose  the  ruture  contract 
that  was  made  at  that  time  was  intended  to  be  in  line  with  the 
orders  that  were  coming  into  the  market.  But  all  that  now  has 
changed.  Your  orders  now,  if  you  get  any  orders  at  all,  are  not 
basis,  but  the  bulk  of  the  trading  in  spot  cotton  is  generally 
made  on  firm  offers;  that  is,  you  state  just  what  you  have, 
whether  it  is  Liverpool  good  middling  or  Liverpool  fully  mid- 
dling or  Liverpool  fully  good  middling — whatever  grade  you 
have,  you  state  it.  It  appears  to  me  that  sooner  or  later  these 
cotton  exchanges  will  have  to  adopt  the  same  system ;  that  is,  if 
they  sell  a  contract  on  the  floor  of  their  exchange  they  will  have 
to  state  what  they  are  selling — and,  between  us,  that  is  my  idea 
of  a  fair  and  equitable  contract — that  a  buyer  who  goes  in  and 
buys  a  contract  shall  know  what  he  is  going  to  get.  I  might  go 
in  there  and  buy  a  hundred  bales  of  Octol)ers,  and  when  ()ctober 
comes  I  will  get  fair  cotton  when  I  probably  want  gcwnl  ordi- 
narv;  or  I  may  buy  a  hundred  bales  or  Octobers  and  want  strict 
nii(fdling,  but  get  good  ordinary.  It  is  absolutely  worthless  to 
a  spinner.  *  *  *  i  think  it  should  be  so  that  a  man  who 
buys  a  contract  should  know  what  he  is  going  to  get.  I  recognize 
the  fact  that  it  will  reduce  the  volume  of  speculation  and  reduce 
it  materially.  I  also  recognize  the  fact  that  it  will  advance  the 
price  of  cotton  materially.  I  think  to-day  if  you  had  a  contract 
of  that  kind  that  middling  cotton,  instead  of  being  what  it  is, 
would  be  2  or  3  cents  a  pound  higher,  because  it  is  scarce  and  the 
market  would  have  been  cornered.  I  think  that  is  the  only  fair 
way   of   trading — that   is,   for   a   man   to   get   what  he   buys. 

*  *  *  I  think  they  ought  to  have,  not  one  contract,  but  a 
series  of  contracts.  My  idea  would  be  that  you  ought  to  have  a 
good  ordinary  contract,  a  good  middling  contract,  a  fair  con- 
tract, and  so  on,  and  then  allow  the  delivery  on  that  contract  to 
be  a  half  grade  below  or  a  half  grade  above  the  stipulated  grade. 

*  *  *  I  think  that  it  is  the  only  fair  kind  of  a  contract  that 
a  man  can  introduce  on  an  exchange  or  anywhere  else,  for  I  do 
not  think  it  is  fair  for  me  to  go  into  a  market  and  buy  some- 
thing and  not  know  what  I  am  going  to  get.  I  know  that  it  will 
reduce  the  volume  of  speculation  simply  immensely.  *  *  * 
I  think  there  will  always  be  plenty  of  speculation  there  to  take 
care  of  the  croi) — plenty  of  it.  Of  course,  I  recognize  tliat  my 
ideas  about  that  kmd  of  a  contract  are  radical,  and  that  it  will 
take  some  years  before  they  get  around  to  it,  but  I  believe  that 
sooner  or  later  they  will  come  to  it.    It  will  take  a  great  while, 
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maybe,  to  reach  that  conclusion,  but  I  think  that  sooner  or  later 
the  exchanges  will  do  that.  I  am  satisfied  that  the  New  York 
exchange  is  going  to  give  a  better  contract  than  the^  have  now. 
*  *  *  I  was  talking  to  a  friend  of  mine  who  ridiculed  this 
idea  of  having  this  series  of  contracts.  He  said  it  would  be  like 
the  stock  exchange.  I  said,  *'  I^t  it  be  like  the  stock  exchange. 
Let  them  have  their  middling  posts  and  their  good  middling  posts 
and  fair  posts,  and  all  that.  Let  them  have  it.  They  could  not 
jump  in  then  and  sell  20,000  or  buy  20,000  bales,  because  they 
must  stipulate  what  they  are  going  to  sell."  *  ♦  *  j  think 
cotton  should  be  traded  m  just  as  a  specific  stock.  If  I  want  to 
biry^  a  hundred  shares  of  stock  and  tell  you  I  w-ant  Union  Pa- 
cific, you  do  not  buy  any  kind  of  stock  and  let  them  deliver  any 
kind  of  stock  to  you;  you  get  Union  Pacific.  I  think  a  man 
should  always  know  what  he  is  going  to  get. 

Objections  to  specific  contracts. — AAliile  the  arguments  in  favor 
of  a  specific  contract  seem  on  their  face  reasonable  in  that  their  prin- 
cipal basis  lies  in  the  contention  that  the  buyer  should  be  permitted 
to  know  exactly  what  he  will  receive,  the  practical  objections — some 
of  which  have  been  suggested  in  the  preceding  chapter — are  almost  in- 
surmountable. The  fundamental  objection  is  that  it  would  be  almost 
impossible  to  find  sellers  of  such  contracts  in  sufficient  numbers  to 
make  a  practical  future  market.  It  will  be  apparent  on  a  moment's 
consideration  that  under  a  contract  for  the  delivery  at  a  dist4int  time 
of  a  specific  grade  of  cotton  the  risk  of  corners  as  a  result  of  unex- 
j>ected  changes  in  crop  conditions  would  l)e  enormously  increased. 
Tlie  great  uncertainty  which  always  obtains  as  to  the  supply  of  par- 
ticular grades  in  any  given  crop  is  a  vital  objection  to  the  adoption  of 
a  specific  contract  for  organized  future  trading  purposes.  Whereas  in 
the  summer  conditions  might  be  almost  ideal  for  a  yield  of  very  high 
grades,  the  quantity  of  such  grades  in  the  final  harvest  might  be  re- 
duced to  insignificant  proportions  either  as  the  result  of  such  a  storm 
as  occurred  in  September,  1906,«  or  of  exceptionally  ear]^  and  heavy 
frosts.  It  is  argued  that,  under  a  specific  contract,  wealthy  specula- 
tors, having  no  interest  whatever  in  the  welfare  of  the  cotton  trade, 
would  make  it  their  particular  business  to  bring  about  corners  and 
squeezes  in  specific  grades,  and  that  tlic  seller  of  specific  contracts 
would  thus  be  constantly  subject  to  enormous  losses.  This  argument 
unquestionably  has  much  force. 

The  method  of  trading  in  specific  stocks  on  the  New  York  Stock 
Exchange,  referred  to  in  the  above  statement,  it  may  be  pointed  out, 
is  by  no  means  a  parallel  case,  for  the  very  important  reason,  in  the 
first  place,  that  the  quantities  of  stocks  "  listed  "  for  trading  purposes 
are  ascertainable  at  a  moment's  notice.    These  amounts,  furthermore, 

«  See  page  IIG,  Part  I. 
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can  not  be  increased  without  application  involving  due  notice  to  mem- 
bers of  the  exchange,  such  application  being  subject  to  action  by  the 
governing  committee  of  the  New  York  Stock  Exchange,  which,  more- 
over, usually  considers  such  applications  at  several  meetings  before 
finally  passing  on  them.  It  will  be  seen,  therefore,  that  the  situation 
is  radically  different  from  that  presented  by  the  cotton  market,  where 
the  supply  of  any  particular  grade  of  cotton  is  always  involved  in 
great  uncertainty  until  the  crop  is  finally  harvested,  whereas  long  be- 
fore this  time,  under  modem  methods  of  doing  business,  a  large  part 
of  the  crop  has  been  sold. 

In  the  second  place,  on  the  stock  exchange  the  buyer,**  except  in  oc- 
casional instances,  is  obliged  to  take  up  and  pay  for  the  stocks  ten- 
dered him  within  twenty-four  hours  after  the  purchase  is  made. 
Sales  of  securities  for  future  delivery  are  seldom  made  on  the  New 
York  Stock  Exchange,  and,  when  made,  deliveries  are  rarely  post- 
poned for  more  than  thirty  days.  The  first  objection,  however,  is  the 
really  vital  one.  In  the  stock  market  the  seller  can  know  almost  to  the 
last  share  what  the  outstanding  supply  of  a  given  security  is  at  the 
time  he  enters  into  his  transaction.^  In  cotton,  on  the  other  hand, 
the  seller  at  the  time  he  enters  into  his  forward  contracts  is  wholly 
unable  to  estimate  even  approximately  the  ultimate  supply  of  specific 
grades.  In  normal  years,  to  be  sure,  he  may  be  able  to  guess  fairly 
closely,  but  in  abnormal  seasons  it  is  utterly  impossible  for  him  to 
know  at  the  time  the  bulk  of  his  commitments  are  entered  into  what 
the  supply  of  individual  grades  will  be.  This  distinction  between 
the  two  markets  is  a  vitally  important  one. 

A  further  serious  objection  to  specific  contracts  for  general  trading 
purposes  is  that  the  requirements  of  most  mills  are  so  exacting  that 
even  specific  contracts  would  not  give  satisfaction.  It  is  contended 
that  within  the  range  of  a  single  grade  of  cotton,  as  that  grade  is 
ordinarily  established  for  contract  deliveries,  there  may  be  such  a 
wide  subrange  with  respect  to  quality,  length,  strength,  smoothnass 
of  fiber,  or  other  characteristics,  that  it  would  be  impossible,  by  sim- 
ply dealing  in  specific  grades,  to  meet  the  wants  of  the  ordinary  spin- 
ner. Thus,  of  several  mills  using  so-called  middling  cotton,  some 
might  require  cotton  of  IJ-inch  staple  and  be  utterly  unable  to  use 
staple  of  1  inch  or  less  without  changing  their  machinery ;  while  other 
mills,  also  using  middling  cotton,  might  have  their  machinery  set  for 
short  staple  and  be  unable  to  use  staple  of  1\  inch.  Strength  of 
staple  shows  a  wide  degree  of  variation.    Smoothness  of  fiber  is  also 

^  The  broker  may,  of  course,  do  this  in  behalf  of  the  real  buyer.  Short  sell- 
ing of  securities  is  of  course  similar  in  principle  to  future  selling  of  cotton 
contracts. 

*0f  course,  only  a  small  iwrtiou  of  this  outstanding  supply  may  be  avail- 
able at  any  given  time  in  the  oi)en  mai^ket  for  purposes  of  speculation. 
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an  important  factor.    Objections  on  this  score  were  summed  up  by  a 
merchant  already  quoted,  in  substantially  the  following  terms : 

The  spinner  wants  his  specialty,  and  the  contract  could  not  be 
made  specific,  because  what  mignt  be  one  man's  good  middling 
cotton  might  not  be  another  man's  good  middling  cotton.  *  *  ♦ 
One  mill  might  use  Arkansas,  another  Mississippi,  another  Texas, 
and  another  upland — all  the  same  grade.  One  is  making  50s, 
one  30s,  one  40s,  and  one  10s.  Take  the  class  of  mills  in  New  Eng- 
land, for  instance;  to  some  only  Arkansas  cotton  or  Louisiana 
cotton  gives  them  the  fiber  they  want.  It  is  more  silky.  Another 
class  of  mills  wants  the  hard  Texas  cotton.  All  this  cotton  might 
be  of  the  same  grade ;  the  difference  is  only  a  matter  of  spinning 
qualities. 

It  is  replied  by  those  who  advocate  a  specific  contract  that  such 
contracts  are  made  constantly  by  merchants  with  spinners,  these  con- 
tracts specifying  not  only  the  grade  but  the  length  of  staple,  and 
frequently  the  locality  from  which  the  cotton  is  to  come.  Opponents 
of  a  specific  contract  for  exchange  purposes,  while  admitting  this, 
assert  that  there  is  a  vast  difference  lx»tween  specific  contracts  made 
from  time  to  time  by  mutual  agreement  between  individuals  and  spe- 
cific contracts  designed  to  afford  a  basis  for  organized  future  trading. 
The  business  of  selecting  specific  grades  to  meet  the  wants  of  indi- 
vidual mills,  it  is  argued,  is  by  its  very  nature  a  merchant's  business, 
to  be  governed  by  the  circumstances  surrounding  every  individual 
contract,  and  is  not  a  business  wliich  can  satisfactorilv  be  transferred 
to  the  future  '*  ring."'  A  former  president  of  the  New  York  Cotton 
Exchange  said  on  this  point: 

From  my  conversations  with  the  spinners  they  wish  to  l)ecome 
to  some  degree  merchants  without  the  willingness  to  take  the 
merchant's  risk.  In  other  words,  the  merchant  sells  a  spinner  a 
specified  grade  and  staple  and  buys  the  present  existing  contracts 
as  a  hedge.  He  asks  lor  this  risk  a  premium  over  the  contracts 
which  to  the  spinner  seems  excessive,  and  the  spinner  now  wants 
to  buy  the  contract  and  have  it  drawn  so  that  the  risk  to  him  will 
be  less  than  it  is  at  present  for  the  merchant. 

The  further  objection  has  been  raised  that  a  system  of  specific  con- 
tracts would  result  in  virtual  chaos,  owing  to  the  great  number  of 
such  contracts,  or  else  that  it  would  speedily  develop  that  only  one 
contract  would  be  actively  dealt  in,  to  the  practical  neglect  of  all 
others,  so  that  the  situation  would  resolve  itself  into  substantially  the 
present  one,  with  the  disadvantage,  however,  of  greater  liability  to 
manipulation  of  the  market  because  of  its  narrower  character.  Spe- 
cific contractus,  moreover,  it  is  argued  with  nuicli  force,  tend  to  inter- 
fere with  the  proper  execution  of  hedging  operations,  one  of  the  most 
important  functions  of  a  cotton  exchange.     For  instance,  a  merchant 
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in  the  South  who  was  holding  a  lot  of,  say,  good  middling  cotton 
would  naturally  use  a  selling  hedge.  Under  a  system  of  specific  con- 
tracts he  would  presumably  sell  a  good  middling  contract.  If  the 
future  market  for  good  middling  contracts  were  heavily  oversold 
and  cornered,  the  consequent  advance  in  the  price  of  such  a  specific 
good  middling  contract  might  easily  be  far  in  excess  of  the  advance 
in  the  price  of  that  grade  in  the  spot-cotton  market.  Thus  his  hedge 
would  fail  to  be  a  protection.  From  the  buyer's  standpoint  a  spe- 
cific contract  would  at  first  sight  seem  to  be  an  exceedingly  desirable 
hedge,  in  that  he  could  buy  contracts  for  the  grade  of  cotton  desired. 
The  great  risk  to  which  the  seller  of  such  a  contract  would  be  sub- 
ject, however,  would  necessarily  mean  that  the  buyer  would  have  to 
pay  a  higher  price  for  this  protection. 

A  modification  of  the  principle  of  specific  contracts  was  suggested 
bv  the  American  Cotton  Manufacturers'  Association  at  its  annual  con- 
vention  at  Richmond,  in  May,  1908,  to  the  effect  that  a  "  reasonable 
time  "  before  the  tender  date  the  buyer  might  notify  the  seller  that  he 
would  require  the  delivery  of  a  certain  mirrow  range  of  grades^  aver- 
aging middling.  It  was  suggested  that  in  return  for  this  privilege 
the  buyer  allow  the  seller  a  premium  over  the  contract  price  of,  say, 
one-fourth  of  a  cent  per  pound. 

This  suggestion  is  regarded  as  impracticable.  The  giving  of  any 
such  privilege  to  the  buyer  would  introduce  several  conflicting  ele- 
ments into  future  trading.  In  the  first  place,  if  the  buyer  were  to 
make  such  a  demand  at  all,  the  seller  would  undoubtedly  prefer  to 
have  it  stipulated  at  the  time  the  contract  was  made  and  not  at  some 
time  nearer  the  maturity  of  the  contract.  The  idea  of  a  fixed  pre- 
mium, moreover,  is  not  practicable,  for  the  reason  that,  since  middling 
and  the  adjacent  grades  might  at  some  times  be  extremely  scarce, 
sellers  would  not  be  willing  to  commit  themselves  to  contracts  which 
thus  permitted  the  buyer  to  demand  such  grades  on  payment  of  a 
fixed  premium.  It  has  been  suggested  that  the  premium  might  not 
be  stipulated,  but  should  be  determined  by  the  individuals  making 
the  contract.  In  reply  it  may  be  said  that  this  opportunity  exists 
under  the  present  form  of  contract.  Moreovei*,  as  just  shown,  the 
spinner  could  not  expect  uniformity  with  respect  to  various  charac- 
teristics not  taken  account  of  in  the  grading  of  cotton  for  contract 
delivery — such,  for  instance,  as  the  length  of  staple. 

The  objections  to  a  specific  contract  for  organized  future  trading 
purposes  are  convincing.  From  all  the  arguments  for  and  against 
such  a  contract  the  fair  conclusion  seems  to  be  that  it  would  be  en- 
tirely impracticable. 
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Section  2.  Proposal  for  requirement  of  even-rnnning  deliveriea  without 
narrowing  the  tenderable  range. 

As  a  partial  substitute  for  specific  contracts  which,  as  just  shown, 
would  on  their  face  call  for  the  delivery  of  a  specific  grade  or  certain 
specific  grades  of  cotton  it  has  been  suggested  that  a  rule  be  adopted 
which,  w'ithout  eliminating  any  of  the  grades  now  deliverable  in  New 
York  or  New  Orleans,  would  compel  the  seller  of  contracts  to  tender 
approximately  even-running  cotton  on  each  separate  delivery.  This 
suggestion  should  not  be  confused  with  that  for  a  specific  contract. 
At  the  time  the  contract  was  entered  into  the  seller  would  not  under- 
take to  specify  what  grades  he  would  eventually  deliver.  The  propo- 
sition is  simply  that  the  seller  shall  have  the  option,  as  at  present, 
of  delivering  any  grade  from  fair  to  good  ordinary  in  white  cotton, 
and  the  present  range  in  tinges  and  stains,  but  that  when  the  delivery 
is  actually  made  he  shall  deliver  only  adjacent  grades  on  any  one 
tender  of  50,000  pounds  (roughly,  100  bales) — that  is,  he  shall  not  de- 
liver on  the  same  contract  fair  cotton  and  middling  cotton,  or  mid- 
dling and  good  ordinary,  but  shall  restrict  each  delivery  to  a  half 
grade  either  way  from  some  mean  grade,  thus  covering  in  all  a  range 
of  only  a  full  grade.  A  cotton  factor  of  New  Orleans  who  was  em- 
phatic in  his  indorsement  of  such  a  provision  in  the  contract  said : 

In  my  personal  judgment,  the  system,  both  here  and  in  New 
York,  is  one  which  is  decidedly  detrimental  to  the  farmers'  in- 
terests— detrimental  because  both  contracts  are  made  so  that  they 
are  undesirable  to  the  receiver.  The  party  delivering  should  be 
compelled  to  specify  at  the  time  he  issues  his  notice"  the  gi'ade 
of  cotton  he  proposes  to  tender,  and  should  not  be  permitted  to 
deliver  anythmg  more  than  one-half  grade  above  or  below,  leav- 
ing him,  of  course,  the  right  to  tender  any  one  of  the  various 
grades  now  specified  by  both  the  New  York  and  New  Orleans 
exchanges.  *  *  *  The  effect  of  this  notice  to  the  receiver  as 
to  what  is  to  be  tendered  him  would  mean  that  if  a  mill  were 
tendered  100  bales  of  good  ordinary  cotton  and  could  not  use  it 
they  would  have  no  trouble  to  place  it  with  some  mill  or  party 
that  was  able  to  use  that  particular  grade.  It  would  apply 
equally  as  well  to  the  receiver  of  cotton,  because,  knowing  about 
what  he  was  to  receive,  he  would  have  no  trouble  in  hedging  or 
selling  it  without  being  compelled  to  retender  it  on  the  New  'i  ork 
or  New  Orleans  market.  I  have  heard  of  contracts  running 
from  good  ordinary  to  middling  fair,  including  off  colors,  stained, 
red,  and  blue  cotton,  so  subdivided  that  the  receiver  of  that 
cotton  could  not  sell  it  anywhere,  and  his  only  recourse  was  to 
retender  it  and  thus  depress  the  market.  The  intent  of  delivery 
on  contract  is  to  make  a  contract  which  shall  be  equally  fair  to 
the  receiver  as  well  as  to  the  deliverer,  and  that  intent  can  only 
be  realized  by  having  the  receiver  obtain  fair  treatment  and 
getting  100  bales  of  cotton  that  he  shall  be  able  to  dispose  of  at 

<»Th1s  in  New  OrleanH  would  be  five  days  before  the  actual  delivery  uf  the 
cotton,  and  in  New  York  three  days. 
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least  to  some  spinner.  Great  opposition  will  doubtless  be  made 
to  this  suggestion  by  well-posted  cotton  men,  many  of  whom 
will  say  that  it  is  even  impracticable;  but  an  experience  of 
twenty-seven  years  in  this  business  has  enabled  me  to  impartially 
judge  of  the  conditions,  and  the  suggestion  I  make  here  is  prac- 
tically the  broadening  of  the  cotton  business — materially  to  the 
benefit  of  the  producer — and  forcing  the  speculator  to  know 
what  he  is  doing  when  he  is  buying:  or  selling.  There  have  prac- 
tically been  few  radical  changes  m  the  delivery  of  cotton  since 
the  inauguration  of  the  system,  and  the  records  show  almost 
without  exception  that  the  operators  designated  as  the  "  talent " 
invariably  bleed  the  market  by  making  the  tender  so  undesirable 
that  when  they  issue  their  notice  the/y  are  able  to  buy  it  back  at  a 
discount.  This  is  true  of  both  markets.  I  had  occasion  a  short 
time  ago  to  talk  with  a  friend  in  New  York  who  had  bought  a 
thousand  bales  of  cotton  of  10  different  grades,  and  I  know  that 
his  intention  was  to  change  that  10  different  grades  and  put  10 
bales  of  each  in  each  contract  he  issued,  so  that  the  receiver 
would  be  unable  to  sell  it  to  a  mill. 

In  this  connection  it  may  be  noted  that  a  resolution  was  adopted 
by  the  American  Cotton  Manufacturers'  Association  at  its  convention 
at  Richmond,  in  May,  1908,  in  which  it  was  recommended  that  no 
-^  certificate  for  a  lot  of  100  bales  of  cotton  "  should  be  allowed  to  cover 
a  range  of  more  than  two  full  grades.  This  I'esolution  apparently 
was  intended  to  apply  to  contract  deliveries  of  100  bales  instead  of 
to  certificated  lots  on  the  New  York  Cotton  Exchange,  which  may  con- 
tain all  the  way  from  1  to  100  bales  or  more.  On  the  average  there 
are  about  10  lots  in  a  New  York  delivery  of  50,000  pounds,  or 
approximately  100  bales. 

ALI.EGED  ADVANTAGES  OF  SUCH  RESTRICTION  TO  SPINNERS. OuQ  of  the 

principal  arguments  advanced  in  favor  of  such  a  restriction  upon  ten- 
ders of  contract  cotton  is  that  contract  deliveries  would  be  much  more 
merchantable  than  they  are  at  present ;  in  fact  it  is  urged  by  some  that 
spinners  might  be  able,  under  such  a  restriction,  to  take  up  cotton  on 
contract  and  ship  it  directly  to  their  mills.  This  latter  contention 
does  not  appear  to  be  well  founded.  Since  the  seller  would  still  have 
the  option  of  selecting  the  particular  range  of  grades  for  each  de- 
livery, it  is  urged,  and  with  fonje,  that  the  buyer  could  have  no 
assurance  that  he  would  obtain  the  gi'ades  which  he  desired.  In  reply 
to  this  objection  it  has  been  argued  that  the  fact  that  deliveries  were 
even  running  would  pennit  a  mill  which  received  low-grade  cotton 
when  it  desired  high-grade  cotton,  or  vice  versa,  to  disjK)se  of  the 
delivery  to  some  mill  which  could  ust»  the  cotton  so  received,  as  some 
mills  undoubtedlv  could.  In  this  connection  a  cotton  merchant  in 
New  Orleans  said : 

Now, there  might  bean  argument  advanced  that  a  spinner  using 
sirict  middling  might  get  an  average  of  strict  low  middling. 
That  is  quite  true ;  but  it  would  be  much  easier  for  him  to  sell  o;* 
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swap  the  cotton  that  he  might  receive  on  contract  that  did  not 
suit  him,  if  it  was  classed  up  in  the  manner  suggested,  than  if  he 
had  odds  and  ends  of  all  kinds  and  character.  Again,  a  spinner 
might  protect  himself  in  large  quantities  of  5,000  or  10,000  bales. 
In  that  way  he  might  get  a  large  percentage  of  cotton  that  would 
suit  him,  and  the  balance  he  could  sell  to  some  other  mill  that 
used  the  grades  that  were  not  suitable  for  his  mill. 

On  the  other  hand,  such  reselling  of  cotton  would  tend  to  compel 
the  spinner  to  assume  the  functions  of  a  cotton  merchant,  and  it  seems 
reasonably  certain  that  this  restriction  would  not  be  satisfactory  to 
spinners  generally.  A  special  reason  for  this  is  the  fact,  already 
pointed  out,  that  contract  cotton,  as  a  rule,  consists  of  the  surplus  or 
temporarily  undesirable  grades  of  the  crop  rather  than  of  those 
grades  in  active  demand.  Since  a  great  number  of  spinners  would 
not  want  such  surplus  grades,  it  might  not  be  an  easy  matter  for 
spinners  receiving  them  on  contract  to  dispose  of  them.  Still  another 
objection,  and  one  already  emphasized  in  the  discussion  of  specific 
contracts,  is  that  the  requirements  of  most  spinners  are  so  narrow  not 
only  as  to  grade,  but  as  to  length  and  character  of  staple,  smoothness 
of  fiber,  and  other  characteristics,  that  even  though  a  mill  were  to  re- 
ceive nominally  those  grades  which  it  required  there  would  still  be 
such  a  diversity  with  respect  to  these  special  characteristics  in  any 
given  tender  of  100  bales  that  it  would  often  be  impracticable  for 
the  average  spinner  to  ship  cotton  thus  tendered  to  him  directly  to 
his  mill. 

On  the  other  hand,  it  was  argued  that,  even  though  spinners  might 
not  be  able  to  take  up  cotton  on  contract  for  shipment  to  their  mills, 
the  proposed  restriction  for  even-running  deliveries  would  tend  to 
keep  the  contract  price  more  nearly  on  a  parity  with  the  spot  price  of 
middling,  and  thus  would  prove  of  great  value  to  spinners  in  hedging 
transactions. 

A  cotton  merchant  in  New  Orleans,  in  discussing  this  proposition 
for  an  even-running  contract,  said,  in  substance: 

Mills  can  not  use  cotton  on  a  contract  basis.  You  take  a  mill 
in  Fall  River,  and  suppose  you  have  a  limited  contract  and  give 
them  all  the  high  grades;  they  would  have  to  resell  it.  If  a  mill 
could  use  all  colors  and  all  staples,  they  could  take  cotton  on 
contract;  otherwise  they  can  not  do  it,  because  they  are  not  in  a 
position  to  know  what  they  are  going  to  get  until  the  contract 
is  delivered  to  them.  It  may  l)e  cotton  that  is  not  suited  to  them. 
There  is  no  mill,  whether  von  have  a  limited  contract  or  not, 
that  will  take  cotton  on  contract  delivery,  because  they  are  not 
in  a  position  to  use  it.  *  *  *  Their  requirements  are  very  ex- 
acting, and  the  mills  use  only  certain  grades.  Their  spindles  arc 
set  for  certain  staples.  Some  mills  can  use  all  grades  from  good 
ordinary  to  middhng;  other  mills  will  not  take  a  bale  below  strict 
good  middling  cotton — they  have  no  use  for  it  in  the  goods  they 
are  making. 
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A  future  broker  at  New  Orleans  said: 

Spinners  do  not  receive  much  cotton  on  contract,  as  their  con- 
tracts for  the  delivery  of  cotton  goods  necessitate  their  buying 
only  certain  fixed  grades  of  cotton;  and  no  mill  would  care  to 
receive  on  contract  even  three  grades  of  cotton,  inasmuch  as 
these  would  not  meet  their  requirements  in  the  manufacture  of 
their  goods.  The  spinner  uses  the  contract  market  as  a  hedge, 
and  1  think  this  is  really  the  only  practicable  use  he  can  make 
of  it.  ^Mien  the  month  comes  around  for  the  manufacture  of 
his  goods  he  goes  into  the  spot-cotton  market,  buys  his  cotton, 
and  sells  his  hedge  out,  having  in  the  meantime  iJeen  protected 
against  fluctuations  in  spot  cotton.  Such  an  average-grade  con- 
tract as  you  speak  of  would  not  put  him  in  any  better  position, 
since  under  a  broad  contract  he  may  l)e  able  to  cull  out  certain 
grades  that  he  desires,  whereas  if  he  received  good  low-grade  cot- 
ton on  an  average-grade  contract  he  could  use  none  of  it. 

A  leading  exporter  of  New  Orleans  objected  to  such  a  contract  on 
the  ground  that  it  would  interfere  with  the  operations  of  merchants, 
and  that  it  would  confer  no  advantage  upon  spinners  over  the  present 
method  of  purchasing  from  cotton  merchants  in  the  spot  market. 
His  statement,  in  part,  follows; 

I  think  that  a  contract  which  permitted  the  deliverer  to  tender 
only  three  grades  on  any  one  contract  for  100  bales  would  restrict 
trading.  Cotton  is  sold  in  the  interior  in  widely  varying  lists, 
and  the  same  is  true  of  cotton  sold  by  factors  at  the  dinerent 
ports. 

The  old  way  of  doing  the  business  was  that  the  planter  con- 
signed the  cotton  to  a  factor  for  sale — ^generally  to  a  factor  at 
the  port.  The  factor  would  take  that  planter's  cotton,  and 
possibly  the  cotton  of  a  number  of  other  planters,  and  put  it 
together  in  a  widely  averaging  list,  and  sell  it  so.  That  condition 
still  obtains  in  this  market,  and  nearly  all  the  sales  made  by 
factors  here  contain  more  than  three  grades — I  should  say  nearer 
nine  or  ten  than  three  grades.  The  same  condition  exists  at  the 
interior  markets  where  the  cotton  is  sold  by  the  country  merchant. 
If  that  is  the  way  in  which  the  cotton  is  sold  in  the  South,  on 
spot  terms  here,  should  they  require  the  man  who  sells  a  future 
contract  to  subject  himself  to  much  greater  restrictions?  An- 
other point:  It  would  really  be  of  little  benefit  to  a  spinner  if 
the  delivery  of  one  contract  was  restricted  to  three  grades,  by 
which  I  understand  cotton  averaging  not  more  than  a  half 
grade  up  or  down,  or  not  more  than  a  nill  grade  up  or  down,  for 
the  reason  that  he  might  receive  average  low  middling  when  he 
could  not  spin  anything  below  average  strict  middling;  there- 
fore he  would  have  to  resell  the  entire  contract  of  average  low 
middling  on  the  spot.  And  even  if  the  contract  covered  a  wider 
range  than  three  grades  it  would  be  almost  as  salable  provided 
differences  were  correct.  But  the  tendency  is  for  the  mills  to  use 
about  average  strict  middling  cotton,  and  as  a  rule  they  stipulate 
nothing  below  middling.  Now,  what  good  is  it  going  to  do  a 
gpinner  that  uses  average  strict  middling  and  uses  nothing  below 
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middling  to  get  a  contract  that  runs  low  middling,  nothing  below 
good  ordinary  ?  The  fact  that  he  can  resell  it  at  a  slightly  better 
premium  is  going  to  be  more  than  offset  by  the  fact  that  he  has 
got  to  pay  a  higher  price  for  it.  It  would  make  business  much 
more  difficult. 

In  a  lot  of  25  bales  there  may  be  a  large  number  of  different 
grades.  The  country  merchant  who  collects  these  miscellaneous 
assortments  wants  to  sell  them  as  they  run.  In  other  words,  the 
cotton  in  the  country  is  sold  practically  on  a  basis,  and  the  con- 
tract of  the  New  Orleans  Cotton  Excnange  is  a  basis  contract. 
A  limited  contract  would  make  manipulation  much  more  easy. 
It  is  of  little  difference  to  us  as  buyers  of  cotton  what  grades  of 
cotton  we  get,  if  the  differences  are  properly  established.  It  is 
true  that  the  spinner  would  prefer  a  limited  contract,  but  the 
other  side  of  this  question  is  that  he  would  have  to  pay  more 
money  for  it.  Certainly  there  would  be  fewer  people  willing 
to  sell  a  limited  contract.  Such  a  contract  would  restrict  business 
very  greatly,  perhaps  so  much  so  that  hedging  would  become 
almost  impracticable — and  hedging  is  essential  for  the  proper 
conduct  OT  the  spot-cotton  business.  I  believe,  in  other  words, 
that  the  buyer  would  have  too  nuich  of  an  advantage  under  such 
a  contract,  whereas  the  New  Orleans  contract  is  a  fair  one  as 
between  the  buyer  and  seller.  It  comes  near  l)eing  an  even  break. 
It  would  l)e  a  more  valuable  contract,  but  the  spinner  would  pay 
more  than  a  corresponding  amount  to  get  it.  And  unless  he  is 
poing  to  get  the  very  gi'ade  that  he  wants,  why,  there  is  no  object 
m  taking  an  average-grade  contract.  He  simply  buys  the  con- 
tract as  a  protection,  an  insurance.  In  other  words,  if  a  spinner 
to-day  can  sell  his  yarn,  the  output  of  his  mill,  for  six  months 
ahead,  he  should  protect  himself  either  by  a  purchase  of  the 
actual  grades  which  he  will  require,  from  the  merchants,  or  by 
the  purchase  of  a  corresponding  number  of  bales  of  futures.  If 
he  should  wait  until  he  actually  needed  the  cotton,  the  price  of 
cotton  might  have  advanced  several  cents  per  pound,  and  instead 
of  having  a  profit  he  would  have  a  loss;  but  when  he  buys  the 
futures  he  does  not  buy  them  with  the  idea  of  taking  delivery 
of  them,  necessarily,  but  of  insuring  the  basis  price  of  his  actual 
cotton.  It  would  not  be  a  perfect  hedge  unless  he  Iwught  the 
actual  grades  he  required,  and  if  he  wants  a  pei-fect  hedge  what 
he  should  do  is  to  buy  the  actual  grades  he  wants,  from  mer- 
chants, at  the  time.  In  other  words,  he  does  not  want  to  use  the 
future  market  at  all.  Buying  futures  by  a  spinner  is  an  approxi- 
mate hedges  He  may  have  to  pay  a  little  higher  basis  for  his  spot 
cotton,  or  he  may  get  it  at  a  little  lower  basis;  but  he  is  insured, 
approximately,  just  as  if  you  insure  your  house  against  fire.  If 
your  house  burns  up  and  everything  is  destroyed,  you  are  not 
going  to  be  in  the  same  position  as  you  were  before.  You  are 
approximately  insured,  and  the  insurance  company  is  going  to 
make  you  as  near  whole  as  possible.  The  future  market  is  an 
insurance — it  insures  a  man  as  near  as  possible;  but  these  mills 
can  not  expect  to  buy  futures  and  get  on  the  future  contracts  the 
very  gi'ade  or  grades  they  require.  If  they  want  to  get  the  very 
grade,  they  can  get  it  from  the  merchants.  It  is  not  practicable 
to  have  six  or  eight  specific  contracts.    If,  instead  or  going  out 
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and  buying  the  actual  grade  they  require  for  twelve  months 
ahead,  they  go  in  the  future  market  and  buy  futures;  they  know 
they  are  buying  a  basis  contract. 

There  is  not  a  mill  in  the  world  that  can  not  buy  the  cotton  it 
needs  from  reliable  merchants  to-day  if  it  is  willing  to  pay  the 
price.  The  merchants  will  sell  them  the  cotton,  buy  futures,  and 
take  the  chance  on  the  basis.  In  other  words,  suppose  a  mer- 
chant wants  100  points  over  futures  for  good  middling.  WTien 
the  time  comes  around,  it  may  be  125  points  over  futures,  or  it 
may  be  75  points  over  futures.  But  the  mill  can  insure  itself  the 
very  grade  it  wants,  and  get  it  when  it  wants  it,  and  at  to-day's 
prices.  The  place  for  it  to  do  this  is  in  the  spot  market.  To  all 
intents  and  purposes  the  mills  to-day  have  what  they  want. 
They  can  buy  in  the  exchanges  of  the  world  the  specific  grades 
they  require,  for  twelve  months  or  more  ahead.  In  addition  to 
that  they  have  the  option  of  buying  futures  for  delivery  twelve 
months  ahead — futures  on  basis  terms.  Now,  the  other  contract 
exists.  It  may  not  be  quoted  as  our  basis  contract  is  quoted, 
but  it  nevertheless  is  a  contract  which  is  being  dealt  in  by  mer- 
chants on  the  exchange,  and  if  the  mills  choose  they  can  buy  it. 
Now,  what  they  want  to  do  is  to  destroy  the  present  contract.  If 
the  spinner  wants  to  comfe  in  and  buy  a  specific  contract,  he  can 
buy  it.  He  does  not  have  to  destroy  our  basis  contract  in  order 
to  get  his  specific  contract ;  but  he  would  have  to  pay  more  for 
his  specific  contract  than  for  his  general  contract.  \\Tiat  they 
want  is  to  get  the  specific  contract  at  the  price  of  the  basis  con- 
tract— ^that  is  about  it.  If  the  New  York  and  New  Orleans  cot- 
ton exchanges  to-morrow  changed  the  present  form  of  their  con- 
tracts from  basis  middling,  nothing  below  good  ordinary  to 
average  middling,  nothing  below  strict  low  middling,  it  would 
be  no  easier  for  the  spinners  to  buy  such  a  contract,  and  they 
could  buy  it  no  more  cheaply  than  they  could  to-day 'from  the 
leading  spot-cotton  merchants  of  the  country. 

Advantage  of  such  restriction  to  merchants  receiving  cotton 
ON  contract. — Although  the  advantage  to  the  spinner  of  such  a 
restriction  upon  contract  deliveries  was  regarded  as  problematical, 
it  was  generally  admitted  that  even-running  deliveries  would  be 
extremely  desirable  in  the  case  of  cotton  merchants  receiving  cotton 
on  contract.  Since  the  ordinary  merchant  has  among  his  customers 
numerous  spinners  of  widely  varying  needs,  it  was  argued  that  such 
even-running  deliveries  would  greatly  facilitate  the  business  of  cot- 
ton merchants,  in  that  they  would  tend  to  reduce  the  labor  of  sorting 
and  segregating  .mixed  deliveries  into  even-running  grades.  Fur- 
thermore, it  was  argued  that,  by  compelling  the  seller  to  tender  sub- 
stantially even  running  cotton,  the  danger  of  deliberate  mixture  of 
grades  for  the  express  purpose  of  clubbing  the  future  market  would 
be  obviated.  Still  again,  it  was  argued  that  such  deliveries  would 
tend  to  give  greater  stability  to  the  hedging  transactions  of  cotton 
merchants,  because  the  contract  price  should  rule  closer  to  the  price 
of  spot  middling  cotton. 
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Objections  op  sellers  to  such  a  restriction. — ^^Vhile  such  a  pro- 
vision for  even-running  deliveries  presents  some  advantages,  particu- 
larly in  the  case  of  a  cotton  merchant  receiving  cotton  on  contract, 
numerous  objections  were  raised  to  such  restriction  from  the  stand- 
point of  a  seller  making  deliveries  on  contract.  In  the  first  place, 
the  general  argument  was  advanced  that  the  provision  was  a  restric- 
tion upon  the  delivery  of  merchantable  grades  of  cotton,  and  that  any 
such  restriction  which  tends  to  hamper  sellers — ^so  long  as  they  deal 
only  in  merchantable  grades  of  cotton — ^would  be  certain  to  react 
upon  the  producer  by  narrowing  his  market.  The  further  objection 
was  urged  that  the  proposed  contract  was  inherently  unfair,  in  that  it 
would  give  undue  advantage  to  large  dealers  in  cotton  as  against 
their  smaller  competitors.  It  was  urged  that  whereas  a  large  cotton 
merchant  might  have  thousands  of  bales  of  cotton  on  hand  through- 
out an  active  season,  and  would  thus  be  able  to  class  his  cotton  out 
into  fairly  even  running  deliveries,  a  merchant  handling  only  a  few 
hundred  bales  would  often  find  himself  unable  to  make  up  such  even- 
running  lots  of  the  contract  size,  roughly  100  bales.  The  inevitable 
effect  of  such  a  contract  would  thus  be  to  deprive  such  small  dealers 
of  the  opportunity  of  using  the  contract  market  with  the  expectation 
of  disposing  of  their  surplus  stock,  since,  while  they  might  have  more 
than  a  hundred  bales  of  cotton  on  hand,  they  would  not  have  a  hun- 
dred bales  sufficiently  even  running  to  be  tendered  in  satisfaction  of  a 
contract  previously  sold.  In  other  words,  with  cotton  on  hand,  such 
merchants  would  find  themselves  short  in  the  contract  market.  This 
objection  was  regarded  by  many  as  fatal  to  the  proposed  restriction. 

A  merchant  of  Houston,  Tex.,  said : 

In  buying  spot  cotton  practically  all  of  it  is  bought  on  the 
basis  of  middling.  We  stipulate  differences  up  and  down  for 
the  various  grades,  and  the  farmer  who  has  a  bale  of  good  ordi- 
nary expects  to  sell  that  bale  of  cotton  just  as  well  as  the  farmer 
who  has  a  bale  of  middling  fair.  And  the  buyer  who  makes  a 
success  of  his  business  must  buy  any  grades  that  are  offered  him. 
In  fact,  he  puts  out  his  limits  through  the  country,  basis  mid- 
dling, with  these  differences  for  the  various  grades;  and  if  he 
buys  from  good  ordinary  to  middling  fair  and  he  sells  contracts 
against  it,  then  it  would  work  a  hardship  on  him  if  he  had  seven 
or  eight  grades  he  wanted  to  deliver  on  contracts  and  he  was 
only  allowed  to  deliver  three  grades.  *  ♦  *  j  ^m  inclined 
to  think,  offhand,  that  that  might  militate  against  the  small  man. 

A  cotton  buyer  of  Mobile,  Ala.,  said: 

That  is  so  entirely  a  new  idea  to  me  that  I  would  not  like  to 
give  an  opinion  offhand,  except  that  at  the  first  blush  it  would 
seem  to  impose  upon  the  seller  conditions  which  might  be  upon 
occasions  unduly  onerous,  in  that  he  might  be  unable  to  deliver 
under  the  strict  terms  of  the  contract  when  really,  in  effect,  his 
cotton  was  approximately  what  the  contract  called  for.    ♦    ♦    ♦ 
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For  instance,  the  seller  might  exercise  every  care  in  shipping  100 
bales  of  average  middling,  nothing  below  strict  low  middling, 
against  a  contract,  but  might  be  blocked  from  delivery  by  the 
inevitable  variations  consequent  upon  resampling.  Then,  if  his 
time  was  short,  though  his  cotton  was,  in  fact,  what  he  had  sold, 
he  might  be,  upon  technical  grounds,  penalized  for  nondelivery. 

A  broker  in  New  Orleans,  formerly  doing  a  large  spot  business, 
said: 

It  is  just  as  one-sided  a  contract  as  the  present  contract  which 
exists  in  New  York.  I  want  to  say  this  to  you,  that  it  would 
take  some  big  operator  to  be  able  to  furnish  a  contract  in  that 
fashion  without  injuring  himself,  without  loss  to  himself. 
*  *  *  All  the  cotton  factors — and  I  make  no  exception — in- 
sist on  selling  average  lists.  You  go  into  their  offices,  as  I  used 
to  go  in,  and  buy  4,000  bales  at  a  clip.  I  would  average  from 
good  ordinary  to  middling  fair;  I  would  buy  it  because  I  had 
orders  from  different  parts  of  the  world.  If  I  had  undertaken 
to  buy  that  cotton  from  factors  in  even-running  lists,  they  would 
have  sold  me  a  comparatively  small  amount  and  charged  me  at 
least  a  quarter  of  a  cent  extra  for  it.  Under  those  circum- 
stances even  now  an  even-running  list  of  cotton  is  considered  to 
be  worth  from  one-eighth  to  one-fourth  of  a  cent  more.  There- 
fore, it  is  not  fair  to  put  that  in  a  class  with  a  basis  contract. 
It  is  not  a  basis  contract.  Those  are  facts;  they  are  practical 
facts.  *  *  *  It  is  an  individual  risk  and  one  that  has  always 
been  open  to  any  and  all  members  of  the  cotton  exchange  to  trade 
npon;  but  it  is  a  special  contract  and  has  always  been  so  re- 
garded. In  order  to  facilitate  business  and  to  enable  the  planter 
or  the  merchant,  or  whoever  may  be  the  holder  of  cotton,  to  obtain 
a  fair  and  just  price,  furnish  him  with  a  basis  contract  such  as 
we  have  here,  running  from  the  highest  grade  to  good  ordinary. 
He  always  finds  there  a  ready  market.  At  the  same  time,  the 
contract  is  not  vitiated  by  the  fact  that  there  are  a  number  of 
different  grades  deliverable  upon  it,  for  the  reason  that  he  gets 
each  and  every  grade  at  its  relative  value  on  that  market — 
always  understanding  that  middling  is  the  basis. 

Special  objection  was  made  to  such  restriction  in  the  case  of  the 
New  York  market,  where  the  certificated  stock  is  often  badly  mixed 
and  where,  owing  to  delays  in  transportation,  consignments  of  cotton 
frequently  arrive  in  badly  broken  lots.  To  compel  a  seller  of  con- 
tracts in  the  New  York  market  to  class  his  cotton  out  into  fairlv  even 
running  deliveries  was  regarded  by  many  as  altogether  unreasonable. 

A  member  of  the  New  York  Cotton  Exchange  who  opposed  this 
restriction  of  the  contract  said: 

If  you  had  that  contract,  you  would  make  it  so  expensive  that 
nobody  would  want  to  sell  that  contract.  It  is  the  seller  that  you 
want  to  look  out  for — not  the  buyer.  He  is  there  in  droves,  but 
the  fellow  who  is  always  hard  to  find  is  the  seller.  In  nine  cases 
out  of  ten  he  is  the  man  who  has  the  stuff  to  give  them.  *  *  * 
It  would  diminish  your  sales.    Now,  what  has  made  this  the 
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broadest  market  and  the  hedge  market  of  the  world  is  that  there 
has  always  been  safety  and  stability — a  broad  contract  and 
safety .<»  If  a  corner  came  on,  or  a  squeeze,  a  man  could  go  to 
New  Orleans,  or  Liverpool,  or  Houston,  or  somewhere,  and  get  a 
thousand  bales  of  cotton  and  ship  it  here  without  being  squeezed 
to  death. 

Another  member  of  the  New  York  Cotton  Exchange  opposed  this 
restriction  on  the  further  ground  that  it  would  tend  to  prevent  New 
York  from  maintaining  a  sufficient  stock  of  cotton.    He  said : 

That  form  of  contract  would  somewhat  facilitate  the  sale  to 
spinners  of  cotton  taken  up  on  contract  here ;  but,  on  the  other 
hand,  it  would,  in  my  opinion,  leave  this  market  unprotected  so 
far  as  spot  cotton  is  concerned.  *  *  *  If  the  southern  spot 
men  were  obliged,  in  making  up  contracts  for  delivery  here,  to 
confine  themselves  to  three  adjacent  grades  for  each  contract, 
I  think  it  would  probably  choke  off  that  source  of  supply  of 
cotton  for  New  York. 

It  was  further  argued  that  such  a  contract  would  exclude  a  very 
large  proportion  of  those  producers  of  cotton  who  raise  only  a  little 
more  than  100  bales  yearly,  since  their  crop,  in  ordinary  seasons, 
would  almost  certainly  embrace  a  range  of  more  than  three  adjacent 
half  grades. 

In  answer  to  this  objection  friends  of  this  contract  contended  that 
a  vast  number  of  cotton  producers  raise  less  than  100  bales  yearly  and 
thus  are  excluded  from  individually  taking  advantage  of  the  future 
market  under  any  form  of  contract;  and  that  of  those  producers 
raising  more  than  100  bales  comparatively  few  do,  or  ever  will,  tender 
directly  on  contract.  The  logical  market  for  the  cotton  producer,  it 
was  urged,  is  with  the  interior  merchant,  the  interior  buyer,  or  the 
factor. 

The  further  argument  was  made  that  no  ideal  contract  would  ever 
be  practicable  and  that  the  proper  principle  to  follow  in  framing  .i 
contract  is  to  consider  the  greatest  good  to  the  greatest  number.  The 
planter,  it  was  argued,  would  indirectly  receive  his  full  share  in  any 
benefits  derived  from  the  adoption  of  such  a  restriction,  owing  to 
keen  competition  in  the  purchase  of  cotton. 

In  answer  to  the  various  objections  to  such  an  even-running  con- 
tract on  the  ground  that  it  would  impose  an  unreasonable  hardship 
upon  the  seller  and  particularly  upon  the  small  merchant  or  producer 
who  would  not  have  sufficient  cotton  to  make  up  such  even-running 
deliveries,  a  cotton  merchant  of  New  Orleans  said : 

In  the  first  place,  small  dealers  do  not  tender  on  contracts ;  it 
is  only  the  big  dealer,  and  he  generally  picks  out  the  most  unde- 
sirable stuff  to  tender,  and  generally  for  the  purpose  of  de- 
pressing the  market  in  order  to  buy  in  his  contract,  of  which  he 

«As  shown  in  Part  I,  the  New  York  market  has  very  often  lacked  stabiUty 
in  hedges. 
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generally  sells  two  or  three  for  every  one  he  expects  to  tender. 
And  another  thing:  It  is  a  hardship  on  the  man  who  receives 
cotton  where  you  make  him  receive  all  sorts  of  odds  and  ends, 
running  from  fancy  [fair]  to  good  ordinary.  The  average 
planter  rarely  ever  tenders  cotton  on  contract.  He  can  generally 
get  more  for  his  cotton  by  selling  it  [in  the  spot  market]. 

Another  thing:  That  is  not  the  idea  of  futures.  They  are  not 
made  for  that  purpose.  They  were  not  originated  for  that  pur- 
pose. The  idea  of  futures  was  to  assist  in  the  handling  and  facil- 
itating of  the  business,  and  when  they  are  used  otherwise  they 
are  a  detriment.  There  is  too  much  abuse  to  futures.  *  *  * 
The  very  fact  that  a  man  can  sell  actual  cotton  and  tender  it  on 
futures  at  a  profit  is  the  best  evidence  that  there  is  something 
wrong  with  the  contract.  If  a  man  sells  contracts  and  tenders 
the  ordinary  nm  of  cotton,  just  as  he  would  sell  a  lot  of  spot 
cotton,  that  would  be  all  right;  but  that  is  not  generally  done. 
He  picks  out  his  undesirable  stuff  and  tenders  it,  which  generally 
depresses  the  market,  for  the  reason  that  the  buyer  runs  from  the 
contract,  because  he  does  not  want  to  get  this  undesirable  stuff, 
which  he  can  not  sell  readily  to  the  trade. 

Tncreased  Dimcn^TY  op  ciiASSTricATioN. — One  of  the  most  serious 
objections  advanced  against  this  form  of  contract  is  that  it  would 
result  in  increased  friction  and  dispute  over  the  classification  of 
cotton.  The  serious  difficulties  attending  classification,  even  under 
the  present  broad  contract,  have  already  been  emphasized.  To  im- 
pose the  restriction  suggested  would,  in  the  opinion  of  some  cotton 
merchants,  simply  multiply  these  difficulties.  The  objections  on  this 
score  were  stated  by  one  of  the  largest  cotton  factors  in  the  New 
Orleans  market,  in  substance,  as  follows: 

Under  the  present  contract  you  have  one  limit  which  does  not 
allow  the  delivery  of  anything  below  s^ood  ordinary,  fair  color. 
Under  the  system  proposed — that  is,  three  grades  to  a  contract, 
whether  three  full  grades  or  three  half  grades — ^you  would  have 
a  danger  line  in  every  contract  and  there  would  have  to  be 
penalties  accordinglv.  Why  should  a  man  object  to  taking  good 
ordinary  with  mid()ling  if  he  receives  it  at  the  actual  market 
differences,  which  he  does  under  the  New  Orleans  contract? 
*  *  *  As  a  cotton  classer,  I  think  the  contract  with  three 
half  grades  or  three  full  grades  would  give  rise  to  a  great  deal 
of  trouble  and  would  be  impracticable  in  its  results,  particularly 
if  one  were  delivering  large  quantities  of  cotton.  In  theory  the 
three  grade  or  three  half  grade  contract  is  very  pretty,  but  in 
practice  it  will  not  do. 

A  cotton  buyer  in  New  Orleans,  in  opposing  such  a  contract,  said : 

We  have  lots  of  cotton  that  is  spotted,  off  color,  stained  cotton. 
How  are  you  going  to  reconcile  that  kind  of  cotton  to  a  limited 
contract?*  How  are  you  going  to  get  around  that?  If  you  had  a 
range  of  three  grades,  then  there  would  be  stained  or  spotted 
cotton  and  that  would  throw  it  out,  even  if  the  stained  and 

rtted  cottons  were  of  a  better  grade.    You  would  have  another 
iger  line — repetition  of  danger  lines  on  every  contract.    You 
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would  have  to  eliminate  the  minimum  grade  deliverable  every 
time  in  order  to  be  safe,  and  you  would  have  to  deliver  white 
cotton. 

The  objections  to  the  requirement  of  even  running  deliveries,  and 
particularly  those  on  the  score  of  increased  difficulties  in  the  classifi- 
cation, api^ear  to  have  much  weight.  There  can  be  no  doubt  that 
such  a  restriction  would  impose  onerous  burdens  upon  sellers,  and  par- 
ticularly uix)n  those  doing  only  a  moderate  amount  of  business.  In 
view  of  these  objections,  and  the  limited  advantage  of  such  deliveries 
to  spinners,  the  Bureau  is  inclined  to  regard  this  restriction  ns  one  of 
doubtful  practicability. 

Section  3.  Proposal  for  offering  a  premium  for  even-running  deliveries. 

In  contrast  with  the  suggestion  for  a  contract  which  would  compel 
the  seller  to  class  his  cotton  out  into  fairly  even  running  grades  in 
the  manner  above  described,  it  was  suggested  that  a  premium  be  of- 
fered the  seller  as  an  inducement  to  make  such  deliveries.  An  advo- 
cate of  this  plan  said: 

A  by-law  should  be  adopted  here  which  would  make  the  re- 
ceiver of  cotton  pay,  let  us  say,  a  graduated  premium  of  one- 
fourth  cent  per  pound  for  cotton  which  was  delivered  in  abso- 
lutely even  running  lots — absolutely  one  grade — that  is,  one- 
fourth  cent  per  pound  premium  for  a  whole  contract  that  was  of 
even-running  grade;  then,  say,  three-sixteenths  cent  per  pound 
premium  for  a  contract  having  80  per  cent  of  the  cotton  even 
running,  and  one-eighth  cent  per  pound  premium  for  a  contract 
having  50  j^er  cent  even-runnmg  grade.  In  that  way  it  would 
adjust  itself  automatically ;  but  I  think  you  would  seriously  Fe- 
strict  trading  if  you  made  it  an  obligatory  condition  that  an  even 
running  grade  was  to  l>e  delivered,  because  no  one  could  be  abso- 
lutely sure  of  getting  the  even-running  grade  here.  *  *  ♦ 
Nobody  could  be  absolutely  sure,  even  if  he  bought  in  the  South 
100  bales  described  as  even-running  low  middling,  say,  because 
when  the  cotton  got  here  the  classincation  committee  here  would 
probably  find  some  cotton  that  was  good  ordinary  and  some  that 
was  strict  low  middling,  and  the  result  would  be  that,  although 
a  man  might  have  100  bales,  he  could  not  deliver  it  because  ne 
could  not  make  up  an  even-running  lot  of  100  bales.  I  think  the 
thing  to  do  is  to  make  an  automatic  allowance  for  an  even-run- 
ning  contract,  so  that  a  man  would  have  a  stimulus  to  get  it  up; 
and  when  a  man  had  a  large  lot  of  cotton  he  would  then  find  it 
to  his  advantage  to  segregate  it,  knowing  that  if  he  did  he  would 
get  a  quarter  of  a  cent  per  pound  or  more  premium. 

This  suggestion  for  an  automatic  premium,  which  is  somewhat  sim- 
ilar to  the  existing  allowance  of  a  premium  for  staple  cotton  (pro- 
vided 80  per  cent  or  more  of  a  given  lot  shows  the  required  staple 
length),  was  rather  favorably  received  by  many  who  opposed  the  sug- 
gestion that  the  seller  be  compelled  to  make  such  deliveries.    Several 
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members  of  the  New  York  Cotton  Exchange  said  that  there  would  be 
no  objection  to  such  an  allowance  for  even-running  deliveries. 
Others,  however,  contended  that  an  automatic  allowance  of  this  sort 
would  be  of  very  little  value,  for  the  reason  that  to-day  large  spot 
cotton  merchants  will  submit  certificates  of  cotton  to  spinners  or  their 
representatives  and  allow  such  spinners,  for  a  certain  premium,  to 
take  their  pick  of  these  certificates.  It  is  generally  argued  that,  since 
deliveries  of  even-running  cotton,  so  long  as  the  average  grade  is  left 
to  the  option  of  the  seller,  would  not  enable  spinners  generally  to 
ship  cotton  received  on  contract  directly  to  their  mills,  the  benefit  of 
an  even-running  delivery  would  be  doubtful,  particularly  as  the  re- 
ceiver would  have  to  pay  a  substantial  premium  for  such  deliveries. 
The  argument  was  repeatedly  advanced  that  the  proper  way  for  a 
spinner  to  secure  the  specific  grade  of  cotton  he  wants  is  by  contract 
with  a  merchant,  throwing  upon  the  latter  the  difficulty  and  risk  of 
assembling  the  exact  kind  of  cotton  desired.  On  the  other  hand, 
more  nearly  even  running  deliveries  would  be  of  very  great  value  to 
merchants  receiving  cotton  on  contract,  and  especially  to  those  doing 
a  small  business. 

Section  4.  Proposed  restriction  of  deliveries  on  a  single  contract  to  three 
grades. 

Another  suggested  limitation  upon  the  contract  is  that  the  number 
of  grades  deliverable  upon  any  single  tender  of  50,000  pounds 
(roughly,  100  bales)  be  restricted  to  three,  without,  however,  re<iuir- 
ing  that  these  three  be  adjacent  grades  or  that  they  be  sjHicified  at 
the  time  the  contract  is  sold.  This,  it  is  argued  l)v  some,  would  tend 
to  reduce  the  difficulties  imder  which  receivers,  and  particularly  spin- 
ners, now  labor  in  being  compelled  to  receive  a  very  large  assortment 
of  grades. 

This  suggestion  need  not  l>e  discussed  in  any  great  detail,  for  the 
simple  reason  that  the  buyer,  having  no  oj)portunity  to  designate 
what  grades  should  be  tendered,  would  have  no  assurance  that  the 
grades  tendered  him  would  be  adapted  to  his  immediate  requirements, 
while  the  privilege  granted  the  seller  of  selecting  any  three  grades 
might  result  in  a  delivery  of  gi'ades  showing  a  very  wide  range  in 
quality.  In  either  case,  the  buyer  would  be  little  better  oti'  than  at 
present. 

Such  a  thi'ee-grade  contract  as'  that  described  would  j)ermit  the 
seller  to  tender  extremes  on  a  single  contract ;  this  would  make  the 
delivery  practically  useless  for  a  spinner's  purpose.  It  is  true  that 
the  deliverer  at  the  present  time  has  this  privilege,  with  the  further 
privilege  of  delivering  as  many  intermediate  grades  as  he  may  see 
fit,  and  that  the  contract  in  question  would  have  the  advantage  of 
restricting  the  delivery  to  only  three  grades,  from  which  a  selection 
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could  be  made  and  the  undesired  balance  retendered  with  less  ex- 
pense and  inconvenience  than  in  the  case  of  a  tender  embracing  a 
dozen  grades  or  more.  To  this  extent  a  three-grade  contract  might 
present  some  advantages  over  the  broad  contract  now  in  use.  The 
improvement,  if  any,  however,  would  be  too  slight  to  warrant  serious 
consideration  of  such  a  restriction  on  the  delivery.  Unless  a  much 
more  radical  restriction  were  to  be  made  it  would  be  hardly  worth 
while  to  attempt  any  change  whatever. 

Section  5.  Practicability  of  two  contracts. 

Still  another  suggestion  submitted  to  the  Bureau  was  that  in  place 
of  the  present  broad  contract  there  should  be  substituted  two  con- 
tracts, one  permitting  the  delivery  of  middling  cotton  and  above  and 
the  other  of  middling  cotton  and  below.  In  support  of  such  a  prop- 
osition it  is  argued  that  middling  cotton  is  the  accepted  division  line 
between  the  higher  and  the  lower  grades  of  cotton,  while  at  the  same 
time  that  grade  can  be  used  by  the  great  majority  of  mills  without 
serious  disadvantage.  Therefore,  the  inclusion  of  middling  in  both 
contracts  would,  according  to  this  argument,  be  justified.  One  ad- 
vantage of  such  inclusion  obviously  is  that,  since  middling  cotton 
ordinarily  represents  a  considerable  fraction  of  the  crop,  there 
w^ould  be  much  less  serious  danger  of  corners  and  squeezes  than 
under  a  specific  contract.  While  the  restriction  of  one  contract  to 
grades  of  middling  and  above  and  of  the  other  to  grades  of  middling 
and  below  would  undoubtedly  be  a  material  one,  those  who  advo- 
cate such  a  limitation  contend  that  it  would  not  be  unreasonable, 
because  the  present  broad  contract  aflFords  altogether  too  many  privi- 
leges to  the  seller  and  invites  too  free  selling  of  cotton  by  speculators. 
To  this  extent  some  restriction  of  the  operations  of  speculative  sellers 
would,  it  is  contended,  be  altogether  salutary. 

In  spite  of  some  interesting  arguments  in  favor  of  this  dual-con- 
tract system,  it  is  almost  certain,  from  a  study  of  opinions  obtained 
in  the  course  of  the  investigation,  that  it  would  not  give  general 
satisfaction.  In  the  first  place,  such  a  system  would  not  adapt  itself 
to  abnormal  years,  such,  for  instance,  as  tlie  crop  year  1906-7,  when 
the  prospect  of  a  very  large  supply  of  grades  of  middling  and  above 
was  suddenly  changed  by  a  September  storm,  and  when  a  large  part 
of  the  crop  ultimately  turned  out  to  be  of  grades  below  middling. 
While  such  an  extreme  change  in  the  character  of  the  crop  was  almost 
unprecedented,  variations  in  general  character  are  frequently  so 
marked  that  the  seller  of  a  contract  restricted  in  the  manner  indi- 
cated would  be  subject  to  very  serious  risk.  Another  objection  made 
to  this  proposition  is  that  trading  would  be  almost  entirely  m  one  of 
the  contracts  instead  of  being  evenly  divided. 
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In  this  connection  it  may  be  noted  that  a  member  of  the  New  York 
Cotton  Exchange  advocated  a  contract  which  would  not  permit  the 
delivery  of  an  abnormal  proportion  of  any  grade  or  group  of  grades. 
He  argued  that  if,  say,  60  per  cent  of  the  crop  in  a  normal  year  graded 
middling  and  above,  the  contract  should  require  that  at  least  60  per 
cent  of  the  cotton  tendered  on  any  single  delivery  should  be  in  the 
grades  of  middling  and  above.  In  the  same  way  he  argued  that  if 
only  8  or  10  per  cent  of  the  crop  were  tinged  or  stained,  then  indi- 
vidual tenders  should  not  include  more  than  such  percentage  of  tinged 
and  stained  cotton.  Any  such  apportionment  of  grades  on  a  single 
delivery  does  not  appear  to  be  practicable. 

Section  6.  Proposal  for  exclnsioii  of  all  cotton  below  low  middling. 

It  appears,  therefore,  that  the  restrictions  on  individual  deliveries 
of  contract  cotton,  alx)ve  described,  are  generally  regarded  in  the 
trade  as  impracticable.  Nevertheless,  there  is  a  widespread  feeling 
that  the  present  contract  tends  unduly  to  encourage  irresponsible 
selling  and  to  place  unfair  burdens  upon  the  receiver.  To  meet  these 
objections,  and  at  the  same  time  to  avoid  those  advanced  against  the 
restrictions  just  discussed,  a  considerable  number  of  merchants  and 
spinners  advocate  a  restriction  of  the  contract  range  itself  by  exclud- 
ing some  of  the  lowest  grades  now  tenderable.  The  suggestion  along 
these  lines  most  generally  indorsed  is  for  the  exclusion  of  all  grades  of 
white  cotton  running  below  low  middling.  This  proposition  is  fre- 
quently referred  to  in  the  cotton  trade  as  the  adoption  of  a  "  low- 
middling  clause;"  that  is,  the  insertion  in  the  contract  of  a  clause 
excluding  any  cotton  below  that  grade. 

Repeated  efi'orts  to  secitre  adoption  of  such  a  clause. — ^The 
adoption  of  such  a  clause  has  been  advocated  for  many  years.  In 
1892  and  1893,  when  the  so-called  Hatch  antioption  bill  was  before 
Congress,  a  determined  effort  was  made  by  many  cotton  interests  to 
secure  the  adoption  of  such  a  clause,  its  advocates  taking  advantage 
of  the  uneasiness  in  exchange  circles  over  the  Hatch  bill  to  press  their 
claims.  On  January  24,  1891,  the  St.  Louis  Cotton  Exchange  passed 
resolutions  addressed  to  the  New  York  Cotton  Exchange  urging  the 
adoption  of  the  low-middling  clause.  These  resolutions  were  in  part 
as  follows : 

Resolved^  That  we  hereby  wish  to  urge  upon  the  New  York 
Cotton  Exchange  a  serious  consideration  of  the  matter  of  adopt- 
ing the  low-middling  clause  as  a  basis  for  the  delivery  of  cotton 
in  your  market  on  contract,  as  in  our  opinion  the  present  system 
is  working  a  terrible  injury  to  the  whole  trade  and  also  to  pro- 
ducers of  cotton,  the  low  price  of  contracts  in  Xew  York  neces- 
sitated by  the  fact  that  almost  anything  is  deliverable  on  con- 
tracts depressing  the  price  of  the  whole  crop  and  creating  an 
unreasonable  discrepancy  between  the  price  of  spot  cotton  and 
contracts,  and  also  deterring  those  engaged  in  the  cotton  trade 
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from  operating  in  futures  as  a  hedge  for  sales  or  purchases  (for 
as  now  conducted  we  assert  it  is  no  hedge)  on  the  large  scale  on 
which  they  would  naturally  operate  if  the  low-middHng  clause 
should  be  adopted. 

Copies  of  these  resolutions  were  sent  to  most  of  the  leading  cotton 
exchanges  in  the  South. 

These  resolutions  of  the  St.  Louis  Cotton  Exchange  were  indors^ed 
by  the  Charleston  Cotton  Exchange  on  February  19,  189*2,  this  in- 
dorsement being  in  part  as  follows: 

Whereas  under  the  continuance  of  a  system  which  attracts 
toward  the  New  York  market  the  inferior  grades  of  the  crop, 
there  is  massed  there  a  stock  of  undesirable  grades,  overclassed 
as  compared  with  other  markets,  both  domestic  and  foreign; 
and 

Whereas  the  result  of  this  system  is  to  make  New  York  cot- 
ton certificates  valueless  except  in  bear  interest,  and  thereby 
creates  a  sentiment  adverse  to  tne  correct  values  of  actual  cotton : 

Resolredj  That  the  Charleston  Cotton  Exchange  indorses  and 
renews  the  above  resolutions  adopted  by  the  St.  Louis  Cotton 
Exchange  on  January  22  [24],  1891,  and  calls  upon  her  sister 
cotton  exchanges  to  unite  with  her  in  urging  upon  the  New  York 
Cotton  Exchange  the  adoption  of  the  low-middling  clause  as  the 
basis  for  the  delivery  of  cotton  on  contracts. 

That  this  agitation  for  the  adoption  of  a  low-middling  clause  was 
seriously  considered  by  both  the  N.ew  York  and  New  Orleans  cotton 
exchanges  is  clearly  shown  by  the  following  communication  from 
the  legislative  committee  of  the  New  York  Cotton  Exchange  to  the 
board  of  managers  in  October,  1892 : 

New  York,  October  3, 1892. 
To  the  Board  or  Managers,  New  York  Cotton  Exchange  : 

The  legislative  committee,  after  due  consultation,  beg  to  make 
the  following  report : 

As  is  well  known,  for  a  number  of  j'ears  there  have  been  cer- 
tain persons,  notably  Mr.  Jerome  Hill,  of  St.  Ijouis,  and  Mr. 
Julius  Runge,  of  Galveston,  who  have  been  strongly  opposed  to 
the  existing  form  of  contract  used  by  this  exchange  for  the  future 
delivery  of  cotton,  the  chief  criticism  upon  such  contract  being 
that  no  grades  below  low  middling  should  be  deliverable.  This 
claim  is  finding  renewed  agitation  and  of  a  very  public  character 
now  that  the  legislation  averse  to  all  speculation  in  farm  prod- 
ucts is  before  the  Congi*ess  of  the  United  States.  One  feature 
of  the  agitation  has  1>een  the  issuance  of  numerously  signed  peti- 
tions from  various  sections  of  the  country  addressed  to  the  New 
Orleajis  (-otton  Exchange  requesting  them  to  adopt  a  contract 
nothing  below  low  middling,  and  tuereby  secure  to  themselves 
an  advantage  from  a  business  point  of  view  and  confer  upon  the 
l^eople  of  the  South  a  great  boon. 

In  view  of  the  agitation  caused  by  these  circulars,  the  New 
Orleans  Cotton  Exchange,  through  the  chairman  of  its  com- 
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inittee,  Mr.  John  W.  Labouisse,  addressed  to  this  exchange  the 
following  letter : 

"  Xew  Orleans,  September  30^  189.L 

"  J.  O.  Bloss,  Esq., 

"  President  Xexr  York  Cotton  Exchange, 

"  Dear  Sir:  I  wrote  you  last  on  the  21th  instant.  Since  writing 
you  I  regret  to  have  to  say  that,  owing  to  the  persistent  clamor 
from  St.  Louis,  which  makes  itself  evident  by  numerously  signed 
petitions  from  the  interior  suggesting  that  we  should  change  our 
form  of  contract,  the  board  of  directors  of  our  exchange  is  seri- 
ously considering  the  advisability  of  changing  our  form  of  con- 
tract with  a  view  of  appeasing  this  demand.  In  your  letter  of 
the  19th  you  say :  '  How  do  you  think  it  would  do  as  a  concession 
to  this  clamor  for  specific  grade  contracts  such  as  Hill  makes,  to 
adopt  another  contract  to  be  basis  middlings,  nothing  below  low 
middling  white  and  nothing  below  middling  stained,  or  basis 
middling,  nothing  below  middling  white  and  no  stained,  retain- 
ing, however,  our  present  contract  ? ' 

'  The  opinion  of  our  committee  is  that  you  and  we  can  not 
have  these  various  forms  of  contract,  and  that  any  such  change 
would  be  inoperative.  I  am  now  instructed  by  my  committee  to 
ask  vou  officiallv  whether  vour  exchange  will,  as  a  concession  to 
this  new  opposition  to  us  which  appears  to  be  growing  up.  con- 
sent to  change  your  form  of  contract  to  '  basis  middling,  nothing 
below  low  middling.' 

"  This  is  a  matter  of  very  grave  importance  and  I  trust  you  will 

immediately  upon  receipt  o^  this  convene  your  board  and  get 

their  views  on  the  subject,  and  I  would  thank  you  to  telegraph  me 

immediately  what  action  is  taken  in  the  matter.    It  would  be  a 

great  misfortune  to  our  common  cause  if  anything  should  happen 

to  prevent  our  two  exchanges  from  working  harmoniously  in  the 

fight.    I  regret  very  much  to  have  to  report  that  the  Galveston 

exchange,  in  answer  to  our  request  of  recent  date  to  join  us  in  this 

fight,  declines  positively  to  aid  us,  and  the  Memphis  exchange, 

which  sent  in  a  protest  in  the  spring  against  the  Hatch  bill,  now 

informs  us  that  the  opinion  there  is  so  much  divided  that  they 

think  it  best  not  to  bring  the  matter  up  for  consideration.    My 

private  advices  from  the  Mobile  exchange  are  to  the  same  effect, 

so  we  really  stand  to-day  without  any  support  as  far  as  the 

southern    cotton    exchanges    are    concerned,    except    Savannah, 

Houston,  and  one  or  two  minor  points. 

"  Yours,  truly, 

"  J.  W.  Labouisse." 

After  consideration  of  the  subject,  the  chairman  of  the  legis- 
lative committee,  at  the  direction  of  said  committee,  telegraphed 
to  Mr.  Labouisse  as  follows: 

"  New  York,  Octoher  3, 1892. 
"John  W.  Labouisse,  Esq.,AV?r  Orleans^  La.: 

"  We  have  received  your  letter  30th  ultimo.  Would  be  abso- 
lutely impossible  to  al)olish  present  contract  and  adopt  one 
nothing  below  low  middling;  but  retaining  present  contract  and 
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adopting  an  additional  one  basis  middling,  nothing  bfelow  low 
middling,  nothing  above  good  middling,  would  furnish  what 
clamor  calls  for,  and  if  anyone  wished  to  buy  or  sell  such  con- 
tracts opportunity  would  be  there.  Both  contracts  to  be  regu- 
larly called.  Will  recommend  this  to  our  board  which  is  all  con- 
cession possible  to  make.  Confusion  in  trading  would  take  care 
of  itself." 

It  is  the  opinion  of  this  committee  that  the  suggestion  herein 
set  forth,  that  an  additional  contract  to  the  one  at  present  rec- 
ognized bv  the  rules  and  by-laws  of  the  exchange,  whereby  the 
cotton  to  be  delivered  shall  be  of  no  grade  lower  than  low  mid- 
dling, nor  of  higher  grade  than  good  middling  white,  would  not 
only  fully  disarm  all  the  criticisms  against  the  present  contract, 
but  might  and  probably  would  operate  as  an  advantage  to  the 
exchange  in  bringing  an  increase  of  business  by  encouraging  the 
purchase  by  manufacturers  of  these  contracts  which  cover  grades 
that  more  nearly  represent  their  actual  wants.  It  is  also  the 
opinion  of  the  committee  that  the  two  contracts  would  work  nc^ 
serious  inconvenience  or  conflict  with  each  other  in  the  matter  of 
trading,  as  upon  the  calls  the  old  contract  might  first  be  called 
through  the  series  of  months  in  which  trading  is  being  done  and 
after  that  the  new  contract  might  be  called  through  the  same 
series  of  months. 

All  things  considered,  it  is  the  recommendation  of  the  legisla- 
tive committee  that  the  board  should  direct  the  by-law  committee 
to  so  amend  the  by-laws  as  to  make  such  a  contract  as  bias  here- 
tofore been  set  forth  recognizable  by  the  rules  and  by-laws  of  the 
exchange,  that  the  same  be  called  at  each  of  the  regular  calls  fol- 
lowing the  old  contract,  and  that  the  report  of  transactions  and 
fluctuations  of  this  contract  be  as  fully  recorded  and  as  publicly 
reported  as  at  present  is  the  case  with  the  existing  contract. 
In  addition  to  the  condition  of  nothing  below  low  middling  and 
nothing  above  good  middling,  it  might  be  advisable  to  have  a 
clause  inserted  m  the  new  contract  which  would  permit  of  the 
delivery  of  grades  above  good  middling  if  so  desired  at  the 
good  middling  price  and  no  more. 

J.  O.  Bloss, 
Chairman  Legislative  Committee, 

Nothing  substantial  appears  to  have  resulted  from  this  agitation. 
The  board  of  managers  of  the  New  Orleans  Cotton  Exchange  in  1892 
expressed  itself  by  a  majority  vote  as  in  favor  of  the  adoption  of  a 
low-middling  clause,  but  this  recommendation  was  lost  on  a  vote 
of  the  members  of  the  exchange.  On  the  New  York  Cotton  Exchange 
the  recommendations  were  defeated  in  the  board  of  managers.  Op- 
position to  the  Hatch  anti-option  bill  became  more  and  more  vigor- 
ous until  the  measure  finally  failed  to  pass;  and  with  this  danger 
out  of  the  way  the  two  cotton  exchanges  became  more  indifferent 
to  this  agitation  for  a  modification  of  the  contract. 

It  should  be  noted  that  a  special  committee  of  the  New  York  Cot- 
ton Exchange,  previously  appointed  to  consider  the  practicability  of 
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changing  the  form  of  contract,  had  advised  against  the  adoption  of 
a  low-middling  clause,  as  will  be  seen  from  the  following  report  of 
the  committee: 

New  York,  March  28, 1891. 
To  the  Board  of  Managers,  New  York  Cotton  Exchange. 

Dear  Snas :  Your  committee  having  in  charge  the  advisability 
of  changing  the  present  form  of  contract,  oeg  to  report  as 
follows : 

Although  it  can  not  be  denied  that  the  hedging  of  our  present 
contract  against  sales  of  cotton  of  specific  grades,  as  is  being 
done  extensively  by  both  exporters'  and  spinners'  agents,  has 
proved  disadvantageous  in  seasons  when  low  grades  predomi- 
nated, vour  committee  can  not  recommend  any  change  in  the 
form  of  contract  which  will  go  into  effect  September  1. 

Our  contract  was  adopted,  and  rightly  so,  to  give  the  producer 
an  opportunity  of  securing  a  price  satisfactory  to  him  for  his 

f  rowing  crops.  Our  contract  enables  him,  if  he  so  chooses,  to 
eliver  all  merchantable  grades;  to  restrict  the  delivery  to  a 
grade  not  below  low  middling,  as  has  been  proposed  by  vari- 
ous southern  exchanges,  would,  in  our  opinion,  work  great  in- 
jury to  him,  while  it  might  be  but  of  slight  benefit  to  the  buyer. 
In  a  crop  like  the  present  one,  when  a  large  percentage  oi  its 
products  classes  "barely  low  middling"  and  below,  the  South 
would  practically  have  no  market  to  hedge  and  deliver  in ;  Liver- 
pool already  being  closed  to  them  by  reason  of  its  low-middling 
clause  contract. 

The  argument  that  the  comparatively  low  prices  for  contracts 
in  our  market  has  reduced  the  value  of  the  entire  crop  does  not 
hold  good  in  our  opinion. 

Although  Liverpool  has  the  "  low-middling "  clause  in  its 
contract,®  futures  in  that  market  have  been  and  still  are  selling 
as  much  below  prices  for  even-running  grades  as  in  our  market, 
and  except  in  times  of  a  corner  contract  cotton  of  various  grades 
thrown  together  promiscuously  can  never  have  the  same  value 
as  "  even-running  grades  "  of  any  description. 

The  adoption  of  the  "  low-middling  "  clause  would  drive  away 
a  valuable  southern  business  and  would  tend  to  open  the  door 
to  "  squeezes  "  and  "  comers,"  the  very  thing  our  exchange  has 
always  striven  to  guard  against. 

Respectfully  submitted. 

George  Brennecke,  Chairman, 
Thos.  M.  Robinson. 
Samuel  Hopkins. 

A.  NORDEN. 

Robert  Woolfenden. 

Nevertheless,  the  adoption  of  a  low-middling  clause  or  a  strict- 
good-ordinary  clause  has  from  time  to  time  continued  to  find  much 
support,  not  only  among  spinners,  but  among  some  of  the  most 
influential  cotton  merchants  of  the  country  as  well.    As  already 

<iThe  lilverpool  contract  iiow  permits  the  deUvery  of  good  ordinary.  (See 
IK  201.) 
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stated  (on  p.  147),  the  American  Cotton  Manufacturers'  Association, 
at  its  convention  in  May,  1906,  advocated,  among  various  other 
changes,  the  adoption  of  a  clause  exchiding  any  cotton  below  low  mid- 
dling (fair  color).  The  resolutions  adopted  by  the  association  were 
as  follows: 

Resolved^  That  the  New  York  and  New  Orleans  cotton  ex- 
changes be  requested  to  change  the  reading  of  the  present  rules 
covering  the  delivery  of  cotton  on  contract  so  as  to  embody  the 
following  conditions : 

Cotton  to  he  of  any  grade  from  low  middUiig  to  fair^  inrlu- 
sive^  andj  if  tinged  or  stained^  not  below  low  middling  {fair 
color^  in  value,^ 

Price  to  be  based  on  middling,  with  additions  and  deductions 
for  other  grades  to  be  made  according  to  rates  of  the  cotton  ex- 
change existing  on  the  afternoon  of  the  day  previous  to  the  date 
of  notice  of  delivery. 

No  certificate  of  classification  to  embrace  qualities?  more  than 
four  quarter  grades  above  or  below  the  mean  grade  of  the  cotton 
covered  in  such  certificates. 

No  dusty  or  gin-cut  cotton  to  be  deliverable.  Dusty  cotton 
being  defined  as  cotton  lessened  in  value  more  than  one-eighth 
cent  by  reason  of  dust. 

No  cotton  containing  more  than  1  per  cent  of  sand  or  more 
than  1  per  cent  of  l>urr,  or  more  than  1  per  cent  of  any  other 
foreign  substance  to  be  deliverable  under  this  contract. 

No  cotton  to  be  deliverable  under  this  contract  unless  80  per 
cent  of  said  cotton  has  a  staple  over  eleven-sixteenths  of  an  inch 
in  length,  as  determined  by  the  classification  committee. 

No  linters  shall  be  deliverable  under  this  contract. 

These  resolutions  were  reaffirmed  with  some  modifications  at  the 
annual  convention  of  the  association  at  Richmond,  Va.,  in  May,  1908. 

Alleged  advantages  of  a  low-middling  clai  se. — A  cotton  mer- 
chant in  the  South,  in  advocating  a  modification  of  the  contract  by 
which  all  cotton  below  strict  good  ordinary  white  or  below  low- 
middling  tinged  and  strict  low  middling  stained  should  be  excluded, 
contended  that  this  would  favorably  affect  the  price  of  cotton.  He 
said,  in  substance : 

While  the  exclusion  of  any  particular  grade  from  the  privilege 
of  tender  on  contract  tends  to  depress  the  price  of  that  particular 
grade,  I  do  not  consider  this  a  serious  objection  to  eliminating  a 
grade  like  pood  ordinary,  for  the  reason  that  it  would  not  be 
eliminated  if  that  grade  had  a  ready  sale.  That  is  the  reason 
why  I  propose  to  eliminate  it,  because  generallv  the  spinner  does 
not  want  it,  and  for  that  reason  it  is  generally  bought  up  and 
tendered  because  it  can  not  find  a  ready  sale,  and  it  depresses  the 
contract  and  the  contract  in  turn  depresses  the  cotton  of  the 
balance  of  the  world.  *  *  *  j  have  seen  arguments  ad- 
vanced by  very  intelligent  members  of  the  exchange  to  the  effect 

o  Italics  by  Bureau. 
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that  it  was  a  hardship  on  the  producer  that  he  should  not  be 
allowed  to  tender  good  ordinary  and  below.  The  average  pro- 
ducer raises  only  a  few  bales  oi  these  very  low  and  undesirable 
trades  in  an  ordinary  year.  Hence  it  does  not  aflFect  him  at  all ; 
ut  some  exporter  or  dealer  in  cotton  will  buy  these  odds  and 
ends  of  low  grades  from  a  great  many  of  these  farmers  and 
accumulate  them  in  large  quantities  ior  the  purpose  of  de- 
pressing the  market  and  not  for  the  purpose  of  helping  the  pro- 
ducer out.  In  other  words,  the  producer  is  injured  by  these 
merchants  buying  his  odds  and  ends  and  tendering  them,  for 
the  reason  that  this  tends  to  depress  the  contract,  which  in  turn 
tends  to  depress  the  price  of  spot  cotton. 

This  merchant  further  contended  that  such  a  restriction  would 
avoid  much  of  the  present  trouble  over  arbitration  and  classification. 
On  this  point  he  said : 

It  is  a  common  thing  to  find  two  different  sets  of  arbitrators 
vary  as  much  as  50  cents  a  bale;  that  is  one  reason  why  I  say 
that  these  very  low  grades  should  l)e  eliminated,  because  they  are 
so  few  that  the  average  classer  or  arbitrator  has  not  had  expe- 
rience in  classing  these  low  cottons.  Hence  there  is  a  great  diver- 
sity of  opinion  as  to  what  they  should  be  called;  but  when  it 
comes  to  strict  low  middling,  middling,  and  good  middling,  the 
crops  generally  run  to  those  grades,  with  a  very  small  percentage 
above  or  below.  Anv  ordinarilv  intelligent  man  can  soon  be 
taught  to  class  these  grades  fairly  accurately,  but  it  takes  an  ex- 
pert to  properly  class  the  grades  below  low  middling  and  the 
grades  above  good  middling,  or,  sav,  strict  good  middling.  There 
IS  no  just  reason  why  there  should  be  a  ctmtract  which  permits  the 
delivery  of  cotton  that  two  sets  of  arbitrators  can  not  agree  on 
without  such  great  difference  of  opinion  as  to  the  value.  For 
instance,  a  man  will  go  around  the  future  ring  and  he  will  holler 
for  ten  minutes  or  longer  to  buy  a  hundred  bales  of  cotton  at 
one-eighth  of  a  cent  less,  which  would  mean  a  matter  of  only  a 
little  over  $50;  yet  when  he  receives  the  cotton  on  contract  a  set 
of  arbitrators  may  arbitrate  this  cotton,  and,  under  the  present 
system,  if  the  receiver  thinks  that  he  has  not  been  treated 
properly  or  received  proper  classing,  he  appeals,  and  it  is  no 
uncommon  thing  for  the  appeal  committee  to  reverse  this  deci- 
sion of  the  arbitrators  and  give  the  receiver  anywhere  from  $1 
to  $2.50  per  bale  more  than  the  original  arbitration  gave;  or  I 
have  frequently  known  it  to  happen  that  the  receiver  asks  for 
an  eighth  of  a  cent  more  than  had  been  allowed  by  tlie  arbitra- 
tion, and  the  appeal  committee  went  in  the  opposite  direction 
and  made  the  arbitration  more  in  favor  of  the  deliverer,  say 
anywhere  from  a  sixteenth  of  a  cent  to  three-eighths  of  a  cent, 
or  from  25  cents  up  to  $2  a  bale.  This  rarely  occurs  except  on 
the  low  grades  or  the  extreme  low  grades,  and  hence  I  say  that 
such  a  form  of  contract  is  not  what  is  wanted  by  the  public  at 
large,  as  you  can  readily  see;  but  where  people  trade  m  cotton 
on  [single]  points  and  then  have  arbitrators  come  and  sit  on  the 
case  and  differ  as  to  the  value  of  a  hundred  bales  to  the  extent 
of  anywhere  from  3  to  50  points,  and  even  sometimes  a  great  deal 
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more  than  that,  as  I  have  known  them  to  do,  this  does  not  seem 
right.  I  have  known  them  to  diflFer  as  much  as  three-quarters 
or  a  cent,  or  $3.75  a  bale.  There  is  no  way  of  rectifying  this 
except  by  eliminating  these  extreme  grades,  both  high  and  low, 
for  the  reason,  as  explained,  that  rarely  two  classers  or  arbi- 
trators will  agree  as  to  the  correct  classification  of  a  good  ordi- 
nary or  strict  good  ordinary  bale  of  cotton. 

A  former  member  of  the  Xew  York  Cotton  Exchange  who  also 
favored  the  exclusion  of  all  grades  below  strict  good  ordinary  (and 
also  anything  al)Ove  middling  fair)  said,  in  substance: 

That  is  my  idea  of  a  limited  contract,  running  from  strict  good 
ordinary  to  middling  fair.  *  *  *  It  is  only  a  certain  por- 
tion of  the  country  that  supplies  tinges  or  stains,  generallj"  the 
South  Atlantic  States.  Very  little  of  it  ever  comes  from  the  Gulf 
States.  *  *  *  In  last  season  [1900-7]  there  was  a  great  deal 
of  tinged  and  stained  cotton  in  the  crop  because  of  weather  condi- 
tions. In  an  ordinarily  fair  season  there  would  be  very  little — 
a  small  percentage. 

I  prefer  not  to  mix  the  grades,  but  to  exclude  tinges  and 
stains  altogether.  •  Most  of  the  mills  use  from  g:ood  middling  to 
strict  low  middling.  From  good  middling  to  strict  low  middling 
would  embrace,  I  should  say,  fully  75  per  cent  of  the  cotton  used 
by  the  mills  in  the  United  States.  I  believe  that  under  such  a 
contract  mills  would  take  up  much  more  cotton  on  contract  than 
they  now  do.  You  see,  a  mill  can  very  easily  afford  to  buy  a 
contract  of  that  character,  running  from  middling  fair,  nothing 
below  strict  good  ordinary,  and  if  necessary  take  out  the  cotton 
that  they  could  use  and  resell  the  remainder  of  the  contract.  I 
go  upon  the  principle  that  the  exchanges  should  be  of  service  to 
the  manufacturing  interests  of  the  country,  and  with  a  contract 
of  that  kind  the  exchanges  would  be  of  service. 

Argument  that  Low-MmDLixo  clause  would  exclude  only  a 
SMALL  portion  OP  THE  CROP. — It  lias  bccu  argucd  that  the  adoption  of 
a  low-middling  clause  would  render  the  future  market  much  more  sus- 
ceptible to  cornel's  and  squeezes.  In  this  connection  a  cotton  merchant 
of  Memphis  said,  in  substance : 

Narrowing  the  limit  of  tenderable  grades  leaves  the  undesirable 
grades  at  the  mercy  of  the  speculator.  An  even-running  con- 
tract is  the  ideal  gambler's  contract,  and  perhaps  as  nearly  ideal 
for  the  spinner;  but  it  is  utterly  impracticable,  and,  it  might  be 
said,  impossible,  for  the  seller.  The  narrower  the  limits  within 
which  the  contract  can  be  filled,  the  easier  it  is  for  a  speculator 
to  make  corners.  This  was  realized  by  the  Liverpool  exchange  a 
few  years  ago.  It  has  not  been  so  many  years  since  the  range 
tenderable  on  the  Liverpool  contract  stopped  at  low  middling. 
The  ease  with  which  a  corner  could  be  made  by  stopping  the 
tenderable  grades  at  this  point  induced  the  Liverpool  exchange 
to  increase  the  number  of  tenderable  grades  by  including  those 
down  to  good  ordinary.* 

«See  page  201. 
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In  answer  to  this  objection,  advocates  of  a  low-middling  clause 
assert  that  such  a  clause  would  exclude  only  a  comparatively  small 
percentagre  of  the  crop  from  contract  delivery,  so  that  there  would 
be  no  practical  difficulty  in  maintaining  a  broad  future  market.  A 
member  of  the  New  York  Cotton  Exchange  said  on  this  point : 

In  an  ordinary  year  good  ordinary  white  up  would  take 
seven-eighths  of  the  crop  (T  am  giving  it  roughly).  Why  can 
not  the  exchange  and  public,  if  they  want  to  trade  on  a  hedging 
basis,  use  seven-eighths  of  the  cotton  in  the  crop  to  trade  on,  in- 
stead of  landing  here  one-eighth  of  the  crop  for  us  to  trade  on? 
You  have  got  a  stock  of  low-grade  cotton  here  tliat  we  have  now, 
and  it  does  not  represent  one-eighth  of  the  quantity  of  the  crop ; 
that  is,  as  to  nuality.  It  did  last  year,  but  it  does  not  ordinarily. 
One-eighth  of  the  crop,  and  the  other  seven-eighths  has  gone  else- 
where. The  argument  is  that  it  is  a  risk  if  you  do  not  take  this 
poor  stuflF  in. 

Apparently  no  authentic  records  are  kept  showing  the  percentage 
of  grades  in  individual  crops,  but  it  is  the  testimony  of  the  cotton 
trade  that,  with  the  exception  of  very  abnormal  years  like  the  crop 
year  lOOG-7,  the  percentage  of  white  cotton  running  below  strict 
good  ordinary  is  small,  say  not  more  than  5  to  10  per  cent  of  the 
crop;  and  it  is  contended  by  some  that  no  good  ordinary  cotton  is 
strictly  white.  The  percentages  of  tinged  and  stained  cotton  vary 
more  widelv. 

In  this  connection  it  may  be  recalled  that  the  protest  of  the  minor- 
itv  of  the  revision  committee  of  the  New  York  Cotton  Exchange  in 
November,  1903,  which  appears  on  pages  235-288  of  Part  I  of  this 
report,  gave  the  following  as  the  percentages  of  certain  high  grades 
(middling  and  above)  for  the  crop  years  1902-3  and  1903-4  in  the 
purchases  of  a  certain  firm  of  cotton  merchants: 

Table  3.— PROPORTIONS  OF  CERTAIN  GRADES  OF  COTTON  IN  THE  CROPS  OP 
1902-3  AND  1003-4  AS  INDICATED  BY  THE  PITRCHASES  EAST  OF  THE 
MISSISSIPPI    RIVER  OF  A  NEW  YORK  COTTON  EXCHANGE  FIRM. 


Grade. 


Strict  good  middling... 

Good  middling— 

Strict  middling...- 

Middling- __ - 


Total. 


1902-3. 

lOOS^. 

Percent. 

Percent. 

S 

6 

18 

SO 

88 

88 

29 

1 

19 

88 

98 

It  will  be  seen  that  in  these  years,  which,  however,  were  high-grade 
crop  years,  the  great  bulk  of  the  purchases  of  this  concern  was  of  mid- 
dling or  better.  These  figures,  since  they  represent  purchases  in  only 
a  portion  of  the  cotton  belt,  can  not  be  regarded  as  really  representa- 
tive, for  in  any  given  year  there  might  be  a  large  percentage  of 
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cotton  grading  low  middling  or  below  in  Texas,  whereas  in  the  States 
east  of  the  Mississippi  there  might  be  almost  none  of  this  low-grade 
cotton,  or  vice  versa.  Furthermore,  the  business  of  any  single  firm 
might  obviously  be  more  or  less  misleading.  At  the  same  time  the 
figures  indicate  in  a  rough  way  that  no  large  amount  of  the  crop  in 
an  ordinary  year  can  fall  below  low  middling. 

Another  argument  in  favor  of  excluding  grades  below  low  mid- 
dling or  strict  good  ordinary  is  that  the  list  of  tenderable  grades  as 
thus  narrowed,  while  undoubtedly  still  too  wide  to  suit  the  require- 
ments of  many  individual  spinners,  would  nevertheless  be  satisfac- 
tory to  a  limited  number  of  them.  Several  cotton  merchants  inter- 
viewed during  the  investigation  stated  that  they  had  some  customers 
among  spinners  to  whom  they  could  sell  a  range  of  grades  from  low 
middling  up.  One  merchant  said .  that  he  could  often  sell  5,000 
bales  of  cotton  provided  the  range  was  nothing  below  low  middling. 
Several  spinners,  moreover,  stated  that  they  could  use  such  a  con- 
tract.   Thus  a  spinner  at  Augusta,  Ga.,  said  in  substance: 

I  can  readily  spin  from  low  middling  up.  T  make  sheetings, 
shirtings,  and  drills.  In  making  3-yard  sheetings  I  can  spin 
an  average  of  middling  cotton.  I  could  spin  down  as  low  as 
strict  good  ordinary  if  it  would  average  middling  cotton.  A 
contract  that  would  permit  the  delivery  of  nothing  below  strict 
good  ordinary  and  would  average  middling  would  be  a  contract 
which  I  could  use — every  bit  of  it.  It  would  be  entirely  satis- 
factory to  me.  I  would  buy  that  sort  of  a  contract  here  in  Au- 
gusta and  have  it  delivered — nothing  below  strict  good  ordinary 
and  to  average  about  middling  cotton. 

It  will  be  seen  that  this  spinner  stipulated  that  the  deliveries 
should  average  middling.  This  is  an  important  condition,  and  one 
which  sellers  of  contracts  undoubtedly  would  not  agree  to  unless  they 
were  correspondingly  compensated.  Moreover,  comparatively  few 
spinners  could  use  such  a  range. 

Advocates  of  a  low-middling  clause  lay  some  stress  on  the  fact  that 
in  the  Liverj)ool  market,  which  is  generally  spoken  of  as  a  "  spinners* 
market,"  the  range  of  grades  prescribed  by  the  Liverpool  Cotton  As- 
sociation for  delivery  on  the  American  contract  excludes  everything 
below  good  ordinary,  which  is  fairly  close  in  grade  to  New  York  low 
middling.  The  adoption  of  such  a  clause  in  a  market  where  spin- 
ning interests  have  an  important  voice  indicates,  it  is  contended,  that 
such  a  range  of  grades  is  acceptable  to  spinners.  In  answer  to  this 
assertion,  however,  those  who  oppose  such  a  restriction  upon  the  con- 
tract urge  that  the  amount  of  cotton  taken  on  contract  in  Liverpool 
directly  by  spinners  is  almost  insignificant  and  that  spinners  in  that 
market,  as  in  other  markets,  supply  their  needs  almost  entirely  by 
private  arrangements  with  cotton  merchants.    This  statement  is  un- 
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doubtedly  true.  Deliveries  on  contract  in  the  Liverpool  market  are 
comparatively  small,  and  there  is  little  doubt  that  deliveries  direct  to 
spinners  are  practically  insignificant  in  amount.  It  may  also  be 
noted  that  the  Liverpool  Cotton  Association  formerly  excluded  from 
delivery  on  contract  any  American  cotton  below  Liverpool  low 
middling.  The  amendment  of  the  contract  so  as  to  permit  the  deliv- 
ery of  good  ordinary  has  been  urged  by  some  as  an  indication  that  a 
low-middling  clause  is  impracticable.  In  considering  this  action  of 
the  Liverpool  Cotton  Association,  however,  it  should  be  borne  in 
mind,  as  already  stated,  that  Liverpool  good  ordinary  is  not  much 
lower  in  grade  than  low  middling  of  the  New  York  standard. 

In  connection  with  the  argument  that  the  low-middling  clause 
would  permit  spinners  to  come  into  the  market,  the  following  state- 
ment from  the  circular  of  a  New  York  Cotton  Exchange  firm,  dated 
March  27,  1907,  may  be  cited : 

More  or  less  has  been  said  about  having  a  contract  that  would 
be  "  taken  up  "  by  spinners.  This  is  a  fallacy,  as  the  mills  re- 
quire a  specific  grade.  Lancashire  spinners  do  not  accept  deliv- 
ery on  a  Liverpool  contract.  A  leading  buying  and  brokerage 
house  there  states  they  have  not  taken  delivery  oi  over  1,000  bales 
of  contract  cotton  in  six  years. 

Effect  op  low-middling  clause  upon  hedging  transactions. — 
Advocates  of  the  low-middling  clause  do  not  contend  that  the 
contract  as  thus  amended  would  enable  any  large  number  of  spin- 
ners to  supply  their  requirements  directly  through  purchases  of  such 
contracts.  They  argue,  nevertheless,  that  such  a  restricted  contract 
would  be  of  great  value  to  the  trade,  on  tbe  ground  that  a  limitation 
of  the  number  of  deliverable  grades  would  relieve  the  market  of  the 
depressing  weight  of  a  surplus  load  of  mixed  and  generally  undesir- 
able grades  and  would  thus  tend  to  prevent  bearish  manipulation  of 
the  contract  price.  As  a  result,  the  contract  would,  it  is  argued, 
prove  much  more  satisfactory  as  a  hedge  than  it  has  in  the  past. 
This  benefit,  it  is  contended,  would  be  sufficient  to  warrant  the  re- 
striction demanded.  As  clearly  emphasized  in  Part  I  of  this  report, 
the  New  York  contract  market  has  on  many  occasions  during  the  past 
fifteen  years  failed  to  afford  such  a  satisfactory  hedge  to  merchants  and 
spinners,  chiefly  on  account  of  the  "  fixed-difference  "  system  employed 
at  New  York.  There  can  be  no  reasonable  doubt  that  the  adoption 
of  a  low-middling  clause,  with  a  proper  system  of  establishing  differ- 
ences, would  add  a  marked  degree  of  stability  to  hedges.  Moreover, 
in  view  of  the  comparatively  small  amount  of  cotton  in  a  normal  crop 
which  would  be  excluded,  it  is  argued  that  such  a  clause  would  not 
seriously  injure  the  producer.  The  counter  argument,  already  al- 
luded to,  that  the  exclusion  of  the  low  grades  would  facilitate  squeezes 
and  comers  does  not,  in  view  of  the  small  amount  of  cotton  which  in 
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an  ordinary  season  would  Ix^  excluded  by  such  a  contract,  appear  to  be 
sustained. 

Statements  have  been  publicly  made  by  members  of  the  New  York 
Cotton  Exchange  that  that  exchange  formerly  tried  the  low-middling 
clause,  and  found  it  unsatisfactory.  The  minutes  of  the  exchange 
do  not  indicate  this.  It  appears  that  from  1870  to  1875  the  basis  of 
the  New  York  contract  was  low  middling  instead  of  middling,  as  it 
has  been  since  January,  1875.  In  the  earlv  seventies  the  New  Y'^ork 
Cotton  Exchange  for  a  time  permitted  the  delivery  of  ordinary  cot- 
ton on  contract,  but  it  made  the  low  limit  strict  ordinarv  in  Jan- 
uary,  1875,  and  in  1891  raised  this  limit  to  good  ordinary.  Prior 
to  1875  no  grades  above  good  middling  were  deliverable.  This  re- 
striction was  abandoned  in  1875,  since  which  date  grades  up  to  and 
including  fair,  the  highest  recognized  grade,  have  been  deliverable. 
It  may  be  noted  that  during  the  period  when  ordinary  cotton  w^as 
deliverable  on  contracts  it  was  provided  that  the  buyer  should  not 
be  required  to  receive  a  greater  quantity  of  ordinary  than  25  per 
cent,  nor  of  the  grades  below  good  ordinary  more  than  50  per  cent, 
of  the  entire  delivery.  In  1875  stained  cottons  running  as  low  in 
grade  as  strict  ordinary  were  deliverable  at  New  York.  The  limit 
in  stained  cottons  was  raised  in  1878  to  good  ordinary,  in  1887  to 
strict  good  ordinary,  and  in  1890  to  low  middling.  As  a  result  of 
changes  in  the  contract  which  went  into  operation  during  the  present 
year  (1908)  no  stained  cotton  below  middling  stained  and  no  tinged 
cotton  below  low  middling  tinged  is  now  deliverable. 

It  does  not  appear,  therefore,  that  a  low-middling  clause  was  ever 
employed  in  New  York.  In  any  event,  however,  it  does  not  follow 
that  because  a  low-middling  clause  thirty  years  ago  would  not  have 
been  satisfactory  it  would  be  impracticable  to-day.  The  amount  of 
cotton  in  an  ordinary  crop  which  runs  above  low  middling  is  much 
greater  than  in  earlier  years. 

As  shown  in  section  9,  the  Bureau  regards  the  adoption  of  the  low- 
middling  clause  as  both  practicable  and  desirable. 

Restriction  in  number  of  orades  already  PRovroED  for  by  the 
New  York  Cotton  Exchange. — The  New  York  Cotton  Exchange, 
as  above  shown,  has  already  provided  for  a  considerable  restric- 
tion in  the  list  of  grades  tenderable,  particularly  in  discolored  cot- 
tons. The  elimination  of  quarter  grades,  described  in  Chapter  II 
of  Part  I,  need  not  be  discussed  in  any  detail,  since  this  does  not 
affect  the  range  of  gi'ades  deliverable.  The  elimination  of  low  mid- 
dling stained,  strict  low  middling  stained,  and  strict  good  ordinary 
tinged,  however,  undoubtedly  meets  to  some  extent  the  objections 
brought  against  the  contract  range  itself,  as  distinct  from  the  method 
of  classification. 
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Section  7.  Suggested  restriction  upon  seller's  option  as  to  date  of  deUvery. 

It  will  be  remembered  that  the  contracts  at  present  in  use  on  both 
the  New  York  and  New  Orleans  exchanges  permit  the  seller  to  tender 
his  cotton  on  any  day  within  the  delivery  month,  the  buyer  having  no 
option  in  this  matter.  In  the  opinion  of  some,  this  privilege  granted 
the  seller  is  unduly  liberal,  and  it  has  been  contended  that  the  contract 
should  grant  the  buyer  the  option  of  calling  for  his  cotton  after  the 
15th  of  the  month.  One  reason  for  this  suggested  change  was  that  it 
is  a  veiy  general  practice  on  the  part  of  sellers  to  withhold  tenders 
until  the  end  of  the  month,  and  that  this  practice  often  subjects  the 
buver  to  serious  inconvenience.  A  cotton  merchant  in  the  New 
Orleans  market  who  advocated  such  a  change  in  the  contract  said : 

I  would  give  the  seller  the  privilege  of  delivering  against  a 
contract  any  time  between  the  1st  and  the  15th  of  the  month. 
Then  I  would  give  the  buyer  the  privilege  of  calling  for  the  cot- 
ton at  any  time  between  the  15th  and  the  end  of  the  month.  The 
svstem  now  in  vogue  in  all  the  exchanges  is  that  the  seller  has 
the  privilege  of  tendering  against  all  the  contracts  he  is  short  the 
first  day  or  the  month,  or  the  last  day  of  the  month,  in  fact,  on 
any  other  day  during  the  whole  month,  which  in  my  opinion  is 
imfair  to  the  buyer.  *  *  *  Under  the  present  system  the 
seller  has  practically  all  the  advantage.  Under  our  system  here, 
to  illustrate:  If  I  am  long  100  bales  of  July  contracts,  the  seller 
can  give  me  notice  five  days — five  business  days — before  the  1st 
of  July  that  he  is  going  to  give  me  on  the  1st  day  of  July  100 
bales  of  cotton  against  this  contract,  and  he  can  give  me  any 
grade  that  he  likes,  running  from  fancy  Jfair]  down  to  good 
ordinary.  No  notice,  however,  is  given  or  the  grade.  lie  can 
give  me  1  bale,  if  he  likes,  of  each  half  grade  and  the  balance  all 
of  any  other  grade  or  half  grade.  In  other  words,  he  can  mix  it 
up  in  any  manner  to  suit  his  convenience,  and  I  must  stand  ready 
to  take  what  he  gives  me.  If  it  doi^s  not  suit  his  convenience  to 
give  me  the  cotton  on  the  1st  day  of  the  month,  he  can  give  it  to 
me  on  any  other  day  during  the  month,  or  he  can  wait  and  give  it 
to  me  on  the  very  last  dav  of  the  month.  In  that  case  he  does 
not  have  to  give  me  a  notice  until  the  day  before  the  last  of  the 
month  that  he  intends  to  deliver  me  the  cotton  on  the  next  day ; 
that  is,  the  last  of  the  month.  Then  he  can  also  give  me  any 
grade  that  he  sees  fit.  Now,  I  say  that  this  is  not  fair  to  the  man 
receiving  the  cotton,  and  that  he  should  have  the  right  to  call 
for  the  cotton. 

Another  member  of  the  New  Orleans  Cotton  Exchange  said : 

I  believe  it  should  be  seller's  option  to  the  middle  of  the  month, 
and  after  that  it  should  be  the  option  of  either  to  receive  or  de- 
liver, on  certain  notice.  Probably  it  would  be  better  for  the 
seller  to  have  the  first  half  of  the  month,  because  he  might  be 
delayed  in  getting  his  cotton.  Our  rules  give  him  the  right  to 
deliver  any  day  in  the  month,  by  giving  five  days'  notice.  I  be- 
lieve that  if  the  buyer  of  the  cotton  could  demand  his  cotton  after 


\ 


204  COTTON    EXCHANGES RANGE    OF    CONTRACT    GRADES. 

the  middle  of  the  month  it  would  undoubtedly  help  him  consider- 
ably in  the  matter  of  arranging  his  shipments.  For  instance,  it 
might  enable  an  exporter  to  make  a  May  shipment,  whereas  if 
he  were  not  to  get  his  cotton  until  the  end  of  May  he  would  have 
to  make  a  June  shipment.  I  do  not  know  that  it  would  change 
the  value  of  the  contract.  As  it  is  now,  the  fellow  who  is  going 
to  deliver  wants  to  hold  off  as  long  as  he  can  and  put  the  fellow 
who  is  goinff  to  receive  to  as  much  inconvenience  as  possible.  If 
you  had  seller's  option  to  the  middle  of  the  month  it  would  just 
make  the  middle  of  the  month  the  settling  time,  instead  of  the  end 
of  the  month.  The  seller  would  deliver  his  cotton  by  the  middle 
of  the  month  before  waiting  to  have  it  called  for.  *  *  *  If 
he  is  called  for  it,  he  would  have  to  go  into  the  market  and  buy 
it.  It  would  be  to  the  advantage  of  the  receiver  to  get  his  cotton 
if  he  could  sell  May  shipment  better  than  he  could  June  shipment. 
Then  the  buyer  would  send  it  ri^ht  out ;  it  would  be  an  advantage 
to  him,  because  he  could  ship  his  cotton. 

Objections  to  such  a  restriction. — Very  general  objection  was 
raised  to  this  suggestion  for  restricting  the  seller's  option  as  to  date 
of  delivery.  To  permit  the  buyer  of  a  contract  to  call  for  delivery 
at  any  time  after  the  15th  of  the  month  w^as  pronounced  imprac- 
ticable, and  unfair  to  the  seller.  It  was  pointed  out  in  the  first  place 
that,  owing  to  the  great  difficulty  in  recent  years  of  obtaining  prompt 
transportation  from  railroads,  the  seller,  even  under  the  present  sys- 
tem, often  finds  it  difficult  to  get  all  his  cotton  to  the  contract  market 
within  the  required  time  limit.  To  give  the  buyer  such  an  option  as 
proposed  would,  for  all  practical  purposes,  limit  the  seller  to  the  first 
half  of  the  month  in  making  his  deliveries.  He  would  have  to  have 
his  cotton  on  hand  bv  the  15th  of  the  month,  whether  it  was  actuallv 
called  for  or  not;  if  not  called  for,  he  would  have  to  pay  storage  and 
handling  expenses.  This  was  considered  by  many  an  unfair  burden 
to  place  upon  the  seller,  particularly  since  the  expenses  of  warehous- 
ing cotton  for  half  a  month  are  ordinarily  as  great  as  for  a  full 
month,  whereas  under  present  conditions  the  seller  in  many  cases  does 
not  incur  warehouse  charges  on  his  cotton,  but  tenders  it  as  soon  as  it 
reaches  the  contract  market.  At  the  same  time  it  was  argued  that 
the  ordinary  cotton  merchant  does  not  want  to  deliver  cotton  on  con- 
tract unless  he  is  compelled  to  do  so,  but  desires  as  much  time  as  pos- 
sible in  which  to  work  off  his  stock  in  the  spot  market,  using  the  con- 
tract market  for  his  "left  overs."  If  the  buyer  were  allowed  to  de- 
mand delivery  after  the  15th  of  the  month,  this  would  frequently 
force  the  seller  to  tender  cotton  which  he  could,  if  he  had  more  time, 
use  to  supply  his  regular  trade.  One  of  the  largest  cotton  merchants 
in  New  Orleans,  in  discussing  this  suggestion,  said : 

This  would  not  be  fair  to  the  seller,  and  for  this  reason:  T  sell 
as  an  exporter  a  particular  shipment.    I  have  the  privilege  of 
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the  whole  month.  I  buy  an  October  delivery,  and  I  think  the 
seller  has  a  right  to  give  it  to  me  the  first  or  the  last  of  the  month. 
*  *  *  I  think  that  if  a  man  sells  October  delivery,  the  word 
"October"  means  "all  October;"  I  think  he  should  have  that 
privilege.  Otherwise,  you  are  buying  a  delivery  the  first  half 
or  second  half  of  a  month;  but  you  buy  the  October  delivery. 
The  word  itself  means  that  you  have  the  whole  month  in  which 
to  make  the  delivery. 

An  exporter  in  the  New  Orleans  market  who  objected  to  the  pro- 
posed restriction  said: 

That  would  operate  in  the  same  way  as  the  restriction  of  the 
number  of  grades  deliverable  in  a  contract.  It  would  restrict 
trade,  and  make  manipulation  more  easy.  The  buyer  would 
have  to  pay  a  higher  price  for  the  contract  in  the  first  place. 
You  may  be  aware  that  nearly  all  spot  contracts  give  a  month's 
option  either  way.  When  spinners  buy  cotton  for  shipment  from 
America,  thev  generally  buy  September  shipment,  or  October 
shipment,  or  November  shipment.  The  buyer  has  the  option  of 
shipping  within  thirty  days.  You  see  the  seller  can  not  control 
the  movement  of  his  cotton  to  such  a  close  point.  We  buy  cotton 
in  the  interior.  Sometimes  it  mav  arrive  in  New  Orleans  within 
three  days  from  date  of  shipment.  Another  time  it  may  be  three 
or  four  weeks  in  getting  here.  If  vou  require  the  cotton  to  be 
delivered,  say,  within  three  days  after  the  15th,  even  though  a 
man  might  have  had  the  cotton  shipped  from  the  interior  point 
on  the  first  day  of  the  month,  and  there  is  a  delay  of  three  or 
four  weeks,  where  would  he  be  ?  I  was  talking  the  other  day  to 
a  friend  of  ours  from  Memphis.  I  think  he  told  me  that  he  did 
not  receive  some  cotton  until  May  that  he  had  bought  in  Janu- 
ary— from  some  point  about  Memphis.  He  bought  the  cotton  in 
January  and  did  not  get  it  until  along  in  May — due  to  car  short- 
age. In  Texas,  I  understand,  it  has  been  even  worse.  Cotton 
was  out  three  and  four  months.  Now,  what  position  would  a 
seller  be  in  if  he  had  to  guarantee  his  cotton  in  two  weeks? 

A  future  broker  in  the  New  Orleans  market  said: 

That  is  a  question  which,  in  order  to  answer,  we  only  would 
have  to  know  whether  it  would  work  a  hardship  upon  tlie  deliv- 
erer— whether  it  is  harder  to  deliver  this  cotton  than  to  receive 
it.  For  the  man  who  has  to  provide  and  get  this  cotton  together 
it  is  a  very  different  proposition  from  receiving  it  when  it  is  all 
there.  It  is  a  question  whether  this  rule  has  not  been  made  to 
overcome  the  natural  difficulties  in  getting  together  so  much  cot- 
ton to  tender  in  large  quantities.  For  instance,  if  I  want  to  de- 
liver a  lot  of  cotton  it  is  much  easier  to  sit  here  and  receive  that 
cotton  than  it  is  to  get  those  bales  ready  for  delivery.  If  he  [the 
buyer]  should  demand  that  cotton  on  a  certain  day,  it  might 
work  a  hardship  on  me.  It  might  make  the  seller  more  cautious 
to  avoid  being  short,  and  therebv  unduly  enhance  the  value  of  liis 
contract.  *  *  *  Xhe  provider  always  has  the  hardest  job  all 
through  life. 
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Section  8.  Suggestion  that  seller  be  required  on  "  notice  day  "  to  name 
grades  of  cotton  which  he  proposes  to  deliver. 

A  less  radical  suggestion  than  the  one  just  described  is  that,  with- 
out limiting  the  seller's  option  as  to  date  of  delivery,  a  rule  be  adopted 
which  would  require  the  seller,  on  the  day  that  he  issues  the  notice 
of  intention  to  deliver  (in  New  Orleans  five  days  before  actual  de* 
livery,  and  in  New  York  three  days,  unless  the  delivery  is  made  on 
the  last  day  of  the  month,  in  which  case  the  notice  may  be  issued 
on  the  preceding  day),  to  specify  the  grades  of  cotton  which  he 
intends  to  deliver.  It  was  urged  that  under  the  present  system  the 
buyer  can  make  no  plans  whatever  for  the  disposition  of  the  cot- 
ton which  he  is  to  receive,  for  the  reason  that  he  does  not  know 
the  grades  of  this  cotton  until  the  moment  of  actual  delivery.  This 
is  believed  by  many  cotton  interests  to  be  an  unreasonable  and  un- 
necessary hardship  upon  the  buyer.  It  was  contended  that  since 
the  seller  of  a  distant  future  has  months  in  which  to  assemble  his 
cotton  and  to  prepare  for  the  delivery,  it  is  not  unreasonable  to  com- 
pel him  to  give  the  buyer  fi-om  three  to  five  days'  notice  of  the  kind 
of  cotton  which  he  intends  to  deliver.  Objection  was  made  to  such 
a  provision  on  the  ground  that  a  particular  kind  of  cotton  which  the 
seller  expected  to  tender,  but  which  he  did  not  have  on  hand  at  the 
time  he  issued  the  notice,  might  not  arrive  before  the  delivery  date; 
or  that  he  might  have  a  customer,  during  the  interval,  for  cotton 
which  he  had  originally  intended  to  deliver,  in  which  case  he  would 
desire  to  dispose  of  that  cotton  and  substitute  some  other  grade  for  it. 

Since  the  seller  of  a  contract  is  compelled  to  perform  the  labor  of 
securing  the  cotton  with  which  to  make  the  delivery,  whereas  the 
buyer  has  only  to  receive  the  cotton  and  pay  for  it,  the  seller,  it  is 
contended,  is  entitled  to  special  consideration  with  respect  to  the 
restrictions  upon  the  method  and  date  of  delivery.  Nevertheless,  the 
suggestion  in  question  seems  eminently  fair.  The  occasional  incon- 
venience to  which  the  seller  might  be  put  seems  altogether  unim- 
portant as  compared  with  the  constant  inconvenience  to  which  the 
buyer  is  subjected,  owing  to  his  complete  ignorance  of  the  kind  of 
cotton  which  he  is  to  receive.  By  the  time  the  vSeller  issues  his  notice 
to  the  buyer  he  should  be  prepared  to  supply  a  certain  grade  or 
certain  grades  of  cotton ;  and  while  it  might  happen  that  in  the  few 
days  pending  the  actual  delivery  he  could  make  better  disposition 
of  his  cotton  in  the  spot  market,  this  is  a  minor  consideration.  In 
view  of  the  many  advantages  which  the  seller  has  under  the  contracts 
of  both  the  New  York  and  New  Orleans  cotton  exchanges,  any  such 
moderate  amendment  in  the  interest  of  the  receiver  seems  hardly  open 
to  reasonable  objection.  It  is  true  that  deliveries  are  often  made  on 
the  last  day  of  the  month,  in  which  case  only  a  single  day's  notice 
is  required.  Even  in  such  cases,  however,  it  would  be  an  advantage 
to  the  buyer  to  know  what  grades  he  is  to  receive. 
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Section  9.  Summary  of  conclusions  as  to  practicability  of  various  pro- 
posed restrictions  upon  contract  deUveries. 

In  the  opinion  of  the  Bureau,  some  further  limitation  of  the  num- 
ber of  grades  of  cotton  deliverable  on  contract  on  both  the  New  York 
and  the  New  Orleans  cotton  exchanges  is  eminently  desirable.  As 
shown  in  Part  I  of  this  report,  the  option  of  the  seller  to  select  what 
grades  he  may  choose  for  the  tender  gives  him  a  very  great  advantage, 
and,  under  the  "  fixed-difference  "  system,  a  most  unwarranted  one. 
Even  if  grade  differences  are  properly  established,  however,  the 
present  wide  range  of  deliverable  grades  tends  to  throw  an  undue 
burden  upon  the  buyer  and  to  detract  from  the  legitimate  functions 
of  future  trading.  It  can  not  be  doubted  that  the  value  of  a  con- 
tract, even  if  differences  are  properly  established,  is  to  some  extent 
impaired  by  permitting  the  delivery  of  a  very  wide  range  of  grades. 
It  is  unlikelv  that  anv  form  of  contract  can  be  devised  by  which 
spinners  generally  can  directly  supply  their  wants  through  purchases 
of  exchange  contracts.  Instead,  it  seems  reasonably  certain  that 
most  spinners  will  always  be  obliged  to  make  contracts  for  their 
specific  requirements  directly  with  spot-cotton  merchants.  This  does 
not  mean  that  a  limitation  of  the  range  of  grades  deliverable  is  un- 
necessary. It  can  not  be  doubted  that  the  elimination  of  some  of  the 
lowest  grades  of  cotton  deliverable  on  contract  would  tend  to  reduce 
controversies  over  classification  and  over  the  establishment  of  differ- 
ences and  also  to  maintain  a  more  nearly  proper  parity  between  the 
spot  price  of  middling  cotton  and  the  price  of  basis  middling  future 
contracts,  which,  as  shown  in  Part  I,  is  imperatively  demanded,  par- 

ticularlv  at  New  York. 

From  the  evidence  above  presented,  it  will  be  seen  that  there  is  a 
very  wide  divergence  of  opinion  in  the  cotton  trade  as  to  the  most  de- 
sirable method  of  limiting  the  range  of  deliverable  grades.  A  specific 
contract,  which  at  first  sight  seems  desirable,  in  that  it  would  permit 
the  buyer  at  the  time  he  made  his  contract  to  know  what  grades  he 
would  ultimately  receive,  appears  wholly  impracticable  for  general 
trading  purposes  because  of  the  greatly  increased  opportunity  which 
it  would  afford  for  manipulating  the  future  market.  A  three-gi*ade 
contract  under  which  the  seller  would  be  unrestricted  as  to  the  selec- 
tion of  grades  is  so  slight  an  improvement,  if  any,  over  the  present 
contract  that  it  may  be  dismissed  from  consideration.  The  taig- 
gestion  of  two  contracts,  one  permitting  the  delivery  of  grades  from 
middling  up  and  the  other  of  grades  from  middling  down  to  good  or- 
dinary', seems  to  possess  more  merit.  The  objections  to  such  a  system, 
however,  both  from  merchants  and  from  spinners,  are  so  general  that 
this  may  likewise  be  eliminated  from  discussion. 

The  suggested  requirement  of  even-running  deliveries  on  individual 
contracts  by  limiting  such  deliveries  to  three  adjacent  half  grades, 
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while  possessing  some  advantages,  is,  as  previously  stated,  of  doubt- 
ful value.  The  most  vital  objections  to  this  system  are  that  it  would 
present  very  serious  difficulties  in  the  way  of  classification,  which  are 
already  great,  and  that  it  unquestionably  would  operate  to  the  disad- 
vantage of  small  cotton  merchants  and  in  favor  of  their  larger 
competitors.  The  suggestion  that,  instead  of  making  it  compulsory 
upon  the  seller  to  tender  even-running  deliveries,  a  premium  be  al- 
lowed for  such  deliveries  is  hardly  likely  to  produce  the  desired  re- 
sult, though  its  adoption  seems  quite  unobjectionable.  A  merchant 
who  classes  his  cotton  into  even-running  lots  ordinarily  can  find  a 
better  outlet  for  it  in  the  spot  market  than  he  can  in  the  future  ring. 

Even-running  deliveries  of  the  sort  described  would  not  in  a 
great  many  cases  give  full  satisfaction  to  spinners,  since  ordinarily 
tenders  would  be  of  the  surplus  and  temporarily  undesirable  grades 
rather  than  of  the  grades  in  active  demand,  while,  furthermore,  such 
contracts,  though  even  running  as  to  grade,  might  present  such  a 
wide  variety  with  respect  to  the  length  or  strength  of  staple  as  to 
be  unsatisfactory  to  many  spinners.  In  view  of  the  very  material 
burdens  which  such  a  contract  would  impose  upon  the  seller,  and 
of  its  doubtful  benefits  to  the  receiver,  the  Bureau  is  not  disposed 
to  indorse  it,  but  simply  presents  the  arguments  for  and  against  it, 
so  that  they  may  be  thoroughly  understood  and  considered  by  all 
interests  in  the  trade. 

As  distinct  from  even-running  contract  deliveries,  however,  it  is, 
as  shown  in  Part  II,  eminently  desirable  that  certificates  for  indi- 
vidual lots  composing  these  deliveries  at  New  York  be  as  nearly  uni- 
form with  respect  to  grade  as  possible.  In  any  event,  as  already 
pointed  out,  every  bale  in  each  certificated  lot  should  be  identified. 

The  most  practical  liml^tion  upon  the  range  of  contract  grades 
thus  far  suggested  appears  to  be  the  adoption  of  the  low-middling 
clause.  A^Tiile  it  is  probably  true  that  under  such  a  clause  compara- 
tively few  spinners  would  be  able  to  supply  their  requirements  of 
cotton  directly  through  purchases  of  contracts,  such  a  restriction  of 
the  delivery  would  unquestionably  make  the  contract  a  more  valuable 
one,  and  would  tend  to  prevent  an  accumulation  of  nondescript,  unde- 
sirable, low-grade  cottcm  in  any  market  where  it  might  become  a 
menace  to  the  contract  by  depressing  prices,  and  consequently  to  those 
merchants  who  purchase  future  contracts  for  hedging  purposes. 
The  objections  to  the  exclusion  of  grades  below  low  middling  are 
entitled  to  consideration,  but  they  appear  to  be  outweighed  by  the 
advantages.  The  cotton  producer  for  years  has  acted  on  the  theory 
that  his  high-grade  cotton  should  sell  the  low  grades,  whereas  in  the 
great  majority  of  farm  products,  as,  for  instance,  in  fruit,  the  aim  of 
the  producer  is  to  cull  out  his  high  grades  in  the  hope  of  obtaining  a 
fancy  price  for  them,  and  to  throw  his  low  grades  on  the  market  for 
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what  thev  will  bring.  There  can  be  no  doubt  that  a  buver  of  cotton 
who  is  compelled  to  take  low,  undesirable  grades  aims  to  reduce  his 
average  price  for  the  lot  to  cover  this  disadvantage,  and  it  would  not 
be  unnatural  for  him  to  attempt  to  force  a  lower  average  than  would 
l)e  justified.  In  an  ordinary  year  the  proportion  of  the  cotton  crop 
which  falls  below  low  middling  or  strict  good  ordinary  is  so  small 
that  there  is  no  material  hardship  imposed  upon  the  farmer  in  ex- 
cluding this  limited  amount  of  very  low  grade  cotton  from  the  contract 
market.  Furthermore,  there  appears  to  be  much  force  in  the  sug- 
gestion that  the  proportion  of  low-grade  cotton  in  a  normal  crop 
could  be  materially  reduced  by  increased  care  in  picking.  Unques- 
tionably a  refusal  to  take  the  lower  grades  on  contract  would  act  as 
an  incentive  to  the  grower  to  take  greater  pains  in  the  gathering  of 
the  crop. 

In  addition  to  excluding  so-called  white  cotton  below  the  grade  of 
low  middling,  there  should  be  some  restriction  on  tenders  of  tinged 
and  stained  cotton.    It  would  seem  that  a  fair  restriction  would  be 
that  no  tinged  or  stained  cotton  below  the  value  of  low-middling  white 
should  be  deliverable.    It  may  be  repeated  that  the  New  York  Cotton 
Exchange  has  already  voted  to  exclude  any  stained  cotton  below 
middling  stained.     Owing  to  differences  in  classiification,  however, 
middling  stained  cotton  in  New  York  might  represent  a  considerably 
lower  grade  than  middling  stained  in  New  Orleans.    Some  interests 
advocate  the  complete  exclusion  of  all  tinged  and  stained  cotton  from 
the  privilege  of  contract  delivery,  but  it  seems  unlikely  that  so  drastic 
a  restriction  would  be  adopted  either  at  New  York  or  New  Orleans. 
Any  restriction  whatever  upon  the  range  of  contract  grades,  how- 
ever, is  of  far  less  importance  than  the  adoption  of  an  absolutely 
proper  system  of  establishing  differences  between  grades,  together 
with  a  uniform  and  accurate  classification.    There  is  certainly  much 
force  in  the  argument  that  there  is  no  serious  injustice  in  com- 
pelling the  receiver  to  take  a  large  number  of  grades  on  one  contract 
(provided  the  lots  are  even  running  or  the  bales  clearly  identified) 
if  he  receives  these  only  at  their  actual  values  as  compared  with  the 
basis  grade.    Without  absolutely  correct  principles  for  the  establish- 
ment of  grade  differences,  any  restriction  upon  the  range  of  grades 
deliverable  would  give  but  moderate  relief  from  existing  evils.     If, 
■  however,  with  the  adoption  of  the  commercial-difference  system  at 
New  York  and  its  faithful  application  there  and  at  New  Orleans,  a 
further  restriction  upon  the  range  of  grades  were  made  which  would 
prevent  the  tender  of  anything  below  low  middling  in  white  cotton, 
and  below  the  value  of  low  middling  in  the  tinged  and  stained  grades, 
the  present  intense  antagonism  to  the  methods  of  future  trading,  in  so 
far  as  the  character  of  the  contract  is  concerned,  would,  in  the  opinion 
of  the  Bureau,  largely  disappear. 
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Rurplus  grades  usually  predominant  In . . .  H9 
three-giade    contract,     impracticability 

^ 189-190 

Contracts.  See  Range  of  contract  grade«; 

Oontractdelivenw;  Exclusion  of  low 

grades. 

Comers  iu  future  contracts,  at  New  York  in 

1«» 51-^2 

at  New  Orleans  in  1903 77, 149 

increased  danger  of.  under  specific  con- 

^^^ 174-176 

low-mlddling  clause,    alleged    liability 

nnder,  of 195 

Gotten  crop,  adaptability  of  bulk  of,  to  clas- 
sification          34 

wide  ange  of  grades  in 167 

P««entages  of  certain  grades  in  1902-3 

«Jd  1903-4 199-200 

Cotton  exchanges,  not  primarily  intended 

to  a(>commodate  spinners 160 

Cofton  producers,  alleged  injury  to,  by  lack 

of  nniform  standards 136 

broad  contract,  allegc>d  advantage  to  ..  1C8-169 
probable  attitude  of.   toward    uniform 

standards 133, 141 

deliveries  on  contract  by,  infrequent 186 

effect  of  even-running  deliveries  on 186 

C<Hton  merchants,  service  rendered  spin- 
ners in  selling  speci fie  grades 159 

Date  of  delivery,  seller's  option  regarding— 

suggested  restriction  on 203 

objections  to 204-205 

Dawson,  R. S.,  communication  of.  reg>ird{ng 

New  York  classification m-s'2 

Mimes.  5te  Contract  deliveries. 
Department  of  Agriculture,  proposed  p^tab 

lishment  of  uniform  standards  by..  136-137 


Page. 
Brrors  in   differences.    Srr  Grade  differ- 
ences. 
Even-running  deliveries.    Sre  Contra<'t  de- 
liveries. 
Exclusion  of    low  grades    from    contract 
delivery,  alleged  tendency  to  raise 

prices 169-171 

American  Cotton  Manufacturers'  Associa- 
tion, indorsed  by 190 

arguments  in  fa vor  of 161-1(;2, 196-1 9H 

circular  of  Charies  D.  Freeman,  excerpt 

'rom ]^ 

Charleston  Cotton  Exchange,  n'^dution 

o' 192 

conclusions  regarding 20K-209 

efforts  to  secure 190-191 

hedjTing  transactions,  effect  on 201 

Liverpool  Cotton  Association,  abandon- 
ment of  low-middling  clause 200-201 

New  Orleans  Cotton  Exchange,  commu- 
nication of 193 

New  York  Cotton  Exchange,  communica- 
tion of  legislative  committee  on 192-194 

some  excluded  in  1908 202 

parity  between  spot  and  contract  prices. 

effect  on  207 

possible  improvement  in  picking  meth- 
ods'*       164 

reported  trial  of  low-middling  clause  in 

New  York  incorrect 202 

St.  Louis  Cotton  Exchange,  resolution  of .      191 

amall  portion  of  crop  only  affected 198 

tinged  and  stained  cotton,  much  covered 

by  low-middling  clause 200 

Freeman,  Charles  D.,  circular  of 169 

Future  contracts.  Ste  Range  of  contract 
grades;  Contract  del! Veritas. 

Gftlveston  Chamber  of  Commerce,  commu- 
nication of,  to  New  Orleans  (^otton 
Exchange  regarding  range  <i{  con- 
tract grades 1-16 

Gin-cut  cotton.    Sr-^ClussiMcntion  of  cotton, 

New  York  and  New  Orleans. 
Good  ordinary  cotton,  only  a  small  fraction 

of  the  crop 199 

Grade  differences,  commercial  difTcrenccs, 

adoption  of,  at  New  York  nccc*^siiry..      209 
difflculty  of  i*stabli8hing,  an  argument 

for  exclusion  of  low  gnule** 162 

fixed-difTerence  system,  an  olijection  to 
extension   of   ccrtiticnte    system    to 

southern  markets 119-120 

buyer,  d i.sad vantage  of,  under 207 

especially  objectionable  in  case  of  ir- 
regular cotton  114 

effe<*t  on  arbitrage  operations 96 

effect  on  hed|;ing  transnctions ^1 

Influence  on  New  York  sto<'k 85 

Srt:  alfo  liange  of  contract  grades;  Clas- 
sifitntion  of  cotton. 

(Jmin.  American  clHssifi<'nti<)n  of 135 

contracts  in,  ranse  of  gnvlcs  com jm red 

with  cotton 165-166 

(fUlf  cotton     .S-f  Tniform  standards. 
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Hatch  antioption  bill 191 

Hedging  tranflactions,  cotton    exchanges 
chiefly  valuable  to  spinners  because 

of 160 

effect  of  exclusion  of  low  grades  on 201 

even-running    deliveriefl,  alleged   effect 

on 183 

fixed  difference*?,  effect  on 201 

importance  of  uniform  standards  to 140 

Hester,  H.  G.,  statement  of,  regarding  New 

Orleans  classiflcation 78 

High-grade  cotton,  proposed  exclusion  of..  198 

Identification  of  individual    bales.     S*!e 

Classiflcation  of  cotton.  New  York. 
Inspection  bureau.  New  York  Cotton  Ex- 
change, cotton  certificated  by.  1890- 

1907 40-41 

reorganization  of 57,113 

See  also  Certificate  system;  Slock  of  cot- 
ton at  New  York;  Classiflcation  com- 
mittee. 
Inspection  fund,  New  York  Cotton  Ex- 
change— 
clnssiflcfttion  committee,  alleged  influ- 
ence on 53-56 

payments  from,  18X7-88  to  1907-8 58 

proof  of  ovcrclfissiflcation 57-60 

Inspectors.    See  Certlflcate  system. 
International  conference  of  cotton  growers 
and  manufacturers,  resolution  of,  on 

uniform  standards 132 

Irregular  cotton,  standards  for,  alleged  im- 
practicability of 137-138 

Jordan,  Harvie,  complaint  of,  to  Postmas- 
ter-General          36 

Ijiverpool  Cotton  Association,  arbitrations 

of,  alleged  unfairness  of 3 !,  127, 134-137 

letter  of,  concerning  uniform  standards. .      134 

low-middling  clause  abandoned 200-201 

standards  of,  compared  with  New  York 

and  Augusta 122, 123 

Labouifse,  J.  W.,  communication  of,  on  low- 
middling  clause ; 193 

Livingston,   L.  F..  complaint  of,  to  Post- 

ma.stor-(JeTieral 36 

Low  grades  of  cotton,  alleged  accumula- 
tion of.  at  New  York 36, 37. 49, 170 

alleged  injurious  effect  of.  on  contracts.  170-171 
amount  of.  partly  dependent  upon  meth- 
ods of  picking 165 

arguments  in  favor  of  exclusion  of 161-165. 

108-171 
S^r  aim  Exclusion  of  low  grades, 
decreased  use  of,  by  ordinary  spinners. . .      161 
not  necessarily  unmerchantable  cotton. .      162 
Low-middling  clause.    .Sec  E.xclusion  of  low 
grades. 

Jfliddling  cotton,  not  median  grade  of  crop  39,199 
proportion  of.  in  New  York  certificated 

stock,  1890-1908 39-11 

Millett,  Frank  C,  statement  of 57 

Mixture  of  grades  on  deliveries.    Sre  Range 

of  contract  grades. 
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National   Cotton    Exchange    A^^sociation, 
adoption  of  uniform   standards  at- 
tempted by 34,133 

Naval  stores,  standard  classiflcation  of 135 

New  Orleans  Cotton  Exchange- 
appeal  system ,  descri  ption  of 100 

proposed  modiflcation  of 100 

variations  in  awards  under 197 

claasJflcationof  cotton  at.  alleged  severity 

of 72-73 

arbitrators,  alleged  interference  with..       73 

Instances  of,  discussed 73-77 

rules  for,  compared  with  New  Y'ork 77-^ 

tinged  and  stained  cotton,  treatment 

of 114,158 

contract  deliveries  on,  less  mixed  than  at 

New  York 152 

low-middling   clause,  committee  report 

on 193 

mnge  of  contract  grades,  communication 

from  southern  exchanges 145-146 

retendering  infrequent  at 153 

St.  Louis  Cotton  Exchange,  communica- 
tions from 146, 191-192 

sandy  cotton,  treatment  of 82-83 

standards  of,  compared  with  New  York. .      121 

underclassiflcation  at,  alleged 74-77 

weak-staple  cotton,  exclusion  not  specif- 
ically providtMi  for 89 

tretitment  of 89 

working  types,  proposed  compulsory  use 

of 101-102 

New  York  Cotton  Exchange — 

appeal  system ,  description  of 96 

proposed  change  in 97-102 

defenses  of 97-99 

earlier  conduct  of 99 

advantages  of,  some 98-100 

inspection  fund,  alleged  influence.  54-56,101 
board  of  appeals  ruling  on  rejectable  cot- 
ton, alleged  excuse  for 61,62 

attempted  defenses  of 63-64 

opinion  on,  by  counsel 65-66 

committee  reporton 65 

protest  against,  by  classiflcation  com- 
mittee          68 

Allen,  Abram,  jr.,  letter  of,  upon 62-63 

Tannor,  John,  letter  of,  upon 67-€8 

overclassification  a  result  of 67 

Indefensible  character  of 68-69 

certiflcate  system,  certificated  lots  often 

badly  mixed  107-109 

certificated  lots,  proposal  for  even-run- 

ing 10*-113 

character  of  certificated  lots.  December, 

1902,  and  August.  19(i7 110-111 

assistant  inspect4)rs,  inability  to  grade 

accurately 112-113 

discussion  of 92-96 

overcla-ssification  alleged  result  of 98 

extension  of,  to  southern  markets,  pro- 
posed, discussion  of 114-120 

classification  committee,  more  rigid  clas- 
sification by,  since  June,  1907 70-71 

in terfercne.e  with,  alleged 54-56 

defen.«ies  of 63-57 
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New  York  Cotton  Exchange— Conttmied.     Page. 

classifleatlon  rommittee,  reorganization. .       67 

inspection  fund,  alleged  Influence  on  . .       M 

stock  of  cotton,  alleged  influence  on...  54-56 

treatment  of  weak-staple  cotton  by 8^-SS 

classification,  method  of 31-35 

conunercial-difTerence  system,  adoption 

of,  necessary 209 

communicaton  of  legislative  committee 

regarding  low-middling  clause 192-194 

gin-cut  cotton,  rule  regarding 79-80 

grade  differcncefl,  fixed,  especially  objec- 
tionable in  caseof  irregular  cotton 114 

identification   of  indivtdual  bales,    dis- 
cussion of 103-107 

inspection  bureau,  cotton  certificated  by, 

1890-1907 40-41 

inspection  fund,  pa}naQents>f rom 57-61 

low-middling  clause,  Bloss,  J.  O.,  report 

on 192-194 

committee  report  on 196 

St.  Louis  Cotton  Exchange,  resolution 

on  191-192 

not  adopted  by 194 

overclassification  of  cotton  at,  complaints .  46-50 

weak-staple  cotton ,  one  factor  in 51 

quarter  grades,  abolishment  of 43, 44 

reclassification,  method  of 96 

proposed  change  in  treatment  of 101-102 

samples,  opening  of,  before  classing US 

sandy  cotton,  rule  regarding 80 

complaint  of  Norfolk  exchange  regard- 
ing   80-81 

complaint  of  Augusta  exchange  regard- 
ing         81 

standard  typcA,  alleged  deterioration  in..  52-53 
complaints  of  deterioration  ignored ...  53 
compared  with  New  York,  Liverpool, 

and  Augusta 121-123 

stock  of  cotton  at,  alleged  unmerchant- 
able character  of 35-38 

character  of,  1880-1908 88-44 

complaints  of  Harvie  Jordan,  L.  F.  Liv- 
ingston, andC.  H.Carr 86-67 

Parker,  J.  H.,  statement  of 88 

reduction  of ,  in  spring  of  1908 44 

amount  carried  over  several  years 36-38 

tinged  and  stained  cotton,  proposed  arbi- 
tration of 114 

weak-staple  cotton,  exclusion   not  pro- 
vided for 85 

amount  certificated  unknown 85-88 

certification  of,  defended 89 

classification  committee,  treatment  of. .  85-89 
working  types,  proposed  compulsory  use 

of 101-102 

New  York   Stock  Exchange,  methods  of 
trading  on,  not  comparable  to  those 

in  cotton  contracts 174-175 

Norfolk  and  Portsmouth  Cotton  Exchange, 
complaint  of,  to  New  York  Cotton 

Exchange 80-82 

Notices,  proposed  requirement  for  specifi- 
cation of  grades  in 206 


Page. 

Option  as  to  date  of  delivery.  See  Date  of 
delivery. 

OverclaflBlfication.  S^e  Classification  of  cot- 
ton. New  York  and  New  Orleans. 

Parity  between  spot  and  contract  prioeB, 

exclusion  of  low  grades,  effect  on ... .     2C7 

Parker,  J.  H.,  statement  of,  on  New  York 

stock  of  cotton 38 

Payments  from  inspection  fund.  See  In- 
spection fund. 

Picking  of  cotton,  long  period  covered  by. .      167 
possible  improvement  in,  by  exclusion  of 

low  grades 164-165 

Postmaster-General,  complaints  submitted 
to,  by  L.  F.  Livingston  and  Harvie 
Jordan 36 

Premium  for  even-running  deliveries,  dis- 
cussion of 188-189 

Price,  Theodore  H.,  excerpt  from  address  of.       49 
excerpt  from  complaint  of,  against  New 

York  Cotton  Exchange 47, 48 

Prices  of  future  contracts,  fixed  differences, 

effect  on 201 

range  of  grades  deliverable,  effect  on..  169-171 

Prices  of  spot  cotton,  effect  on,  of  low  prices 

for  contracts  disputed 195 

exclusion  of  low  grades,  alleged  effect 

of 169-171,196 

lack  of  uniform  standards  a  source  of  con- 
fusion in 126 

Quarter  grntdes  of  cotton.  See  Classifica- 
tion of  cotton,  New  York. 

Range  of  contract  grades,  alleged  abuse  of, 

to  depress  prices 153 

American  Cotton  Manfacturers'  Associa- 
tion, resolutions  of 144,177 

broad  range,  alleged  necessity  for 167 

defenses  of 167-1 68 

producers,  alleged  tendency  to  benefit.      168 

objections  to 169-171 

prices,  alleged  tendency  to  depress 170 

comparison  of  cotton  with  grain 165-166 

dissatisfaction  over  present  range  wide- 
spread        1 45 

exclusion  of  low  grades,  iirgumcnts  in 

favor  of 161-165 

discufision  of 191-201 

Galveston  Cotton  Exchange,  communi- 
cation of 146 

injustice  of  present  range  to  the  buyer, 

alleged 146 

limitation  on  individual  deliveries,  pro- 
posed        145 

narrow  range  insisted  on  by  spinners  in 

purchases 157, 158 

New  York  Cotton  Exchange,  committee 

report  on 152 

nominally  narrower  at  New  York  than 

at  New  Orleans 153 
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Range  of  contract  grades— Continued.  Page, 

specific  contractH,  attitude  of  merchants 

toward 172 

buyer's  advantage  under,  all^^ 174-177 

Impracticability  of 159, 177, 207 

objections  to 174-177 

spinners'  demands  for 172 

spinners,  some    complaints'  of,    unwar- 
ranted        168 

three-grade    contract,    impracticability 

of 189-190 

two  contracts,  discussion  of 190 

doubtful  valueof 190 

See  €dto  Contract  deliveries  in  New  York 
and  New  Orleans;  Exclusion  of  low 
grades. 
Reclassification.    See  Classification  of  cot- 
ton, New  York  and  New  Orleans. 
Rejections  from  New  York  stock,  payments 

for 67-60 

partial  statement  of CO 

an  evidence  of  o verclasslflcation 69-61 

Revision  of  November,  1906,  at  New  York, 

letter  of  Charles  Stillman 164 

lack  of  uniform  standards  not  an  excuse 

for 126 

Rules  of  exchanges.  Sec  New  York  Cotton 
Exchange;  New  Orleans  Cotton  Ex- 
change. 

Saint  Louis  Cotton  Exchange,  communica- 
tion to  New  Orleans  Cotton  Exchange 
regarding  range  of  contract  grades. . .      146 
resolution  indorsing  low>middling  clause     191 
Samples,  opening  of,  before  classification..      113 

sale  of  cotton  by 34,127 

Sandy  cotton.    See  Classification  of  cotton, 

New  York  and  New  Orleans. 
Sellers  of  future  contracts- 
alleged  disposition  to  mix  deliveries 153 

denial  of 156-156 

indifference  shown  buyers  in  making  de- 
liveries    156-157 

option  of,  as  to  future  deliveries,  com- 
plaints against 145 

proposed  restriction  of 208-206 

proposed    requirement    for     specifying 

grades  on  notice  day 206 

Specific  contracts,  attitude  of  merchants  to- 
ward       172 

buyer's  advantage  under,  alleged 174-177 

demands  of  spinners  for 159 

difficulties  involved  in 169 

impracticability  of 177 

obj  cc  tions  to 1 74-1 76 

probably  higher  cost  of 159 

Spinners,  amount  of  contract  cotton  taken 

up  in  Liverpool  by 201 

cotton   exchanges,  chiefly  valuable  to, 

because  of  hedging 160 

not  primarily  intended  for  accommoda- 
tion of 160 

even-running  deliveries,  alleged  advan- 
tage to 179-183 

imprnctioability  of  receiving  cotton  on 

contract  by 207 

length  of  ^taple,  alleged  disagreement. .  131-132 


Spinners— Continued.  Pa^re. 

narrow  range  of  contract  grades  desired 

by 157-158 

orders  of,  usual  ly  for  specific  grades 1 58 

rangeof  con  tract  grades,  complain  to...  .     145 
range  desired  by,  efiFect  of  labor  ondi- 

tlonson 162 

Spot-quotation   committee,   New  Orleans 
Cotton  Exchange,  quotation  of  half 

grades,  desirability  of 1(3 

Stained  cotton.    See  Tinged  and  stained 

cotton. 
Standards  of  cotton,  Augusta  Exchange  and 

Board  of  Trade 123 

Liverpool,  compared  with  New  York  and 

Augusta 123 

New  Orleans  Cotton  Exchange 121-122 

New  York  Cotton  Exchange,  alleged  de- 
terioration of 52-53 

proposed  compulsory  use  of  working  types 

of 101-102 

uniformity  desirable.    See  Uniform  stand- 
ards. 
Staple- 
length  of,  difficulty  of  determining,  rela- 
tion of,  to  uniform  standards 131-132 

importance  tospinners 175 

New  York  and  New  Orleans  rules  re- 
garding       91 

premium  for,  on  contract  deliveries 188 

proposed  minimum  for,  on  contracts.. .     196 
strength  of,  importance  of,  to  spinners...       S3 

not  tested  at  New  York 34,84-^*^ 

New  Orleans  practice  regarding 89-90 

practicability  of  tests  for 90-92 

Still  man,  Charles,  letter  of 163-164 

Stock  oi  cotton  at  New  York- 
alleged  unmerchantable  character  of....  35>38 
low-grade  cotton  versus  unmerchanta- 
ble cotton  44-46 

Jordan,  Haryie,  complaint  of,  to  Post- 
master-General         36 

Livingston,  L.  F.,  complaint  of,  to  Post- 
master-General        36 

Carr,  C.  H.,  complaint  of,  and  subse- 
quent statement  thereupon 86-37 

some  complaints  exaggerated 36 

alleged  use  of,  to  depress  prices...  85, 169-171 

amount  of,  October  11, 1900 37 

September28, 1904 38 

end  of  August,  1900-1907 38 

reduction  in,  spring  of  1908 44 

amount  carried  over  several  years 36-38 

board  of  appeals  ruling  forcing  resectable 

cotton  into 61-68 

protest  against,  by  classification  com- 
mittee       ^ 

opinion  on,  by  counsel 65-66 

indefensible  character  of 68-69 

certificate  system,  alleged  effect  on 98-95 

certificated  lots,  often  badly  mixed 107-109 

proposal  for  even-running 108-113 

character  of,  yeariy,  1890-1907 40-41 

1906-7 'il-^ 

1907-« ^^ 

on  January  10. 1907 ^ 

no  March  31,  1908 ^ 
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Stock  of  cotton  at  New  York— Continued.    Page. 

character  of,  on  April  30, 1908 44 

defenses  of 46-46 

differences,  fixed,  influence  on 35 

influence   on    claiviflcation   committee, 

alleged 54-56 

overclassification  of,  complaints 46-50 

weak-staple  cotton ,  one  factor  in 51 

Parker,  J.  H.,  statement  of 38 

sandy  cotton,  treatment  of 80-^ 

standard  types,  alleged  deterioration  in, 

a  poflsible  cause  of 52-53 

weak-staple  cotton,  exclusion  not  pro- 
vided for  85 

amount  certiflcated  unknown 85,88 

Tannor,  John,  letter  of,  regarding  board  of 

appeals  ruling 67-^ 

Tenders.    See  Contract  deliveries. 
Texas  cotton,  alleged  desirability  of  offi- 
cial standards  for  187 

Thr»e-grade  contract     See  Range  of  con- 
tract grades. 
Tinged  and  stained  cotton,  arbitration  pro- 
posed for  114,187-138 

classiflcation  of ,  difficulty  of 169 

differences  for,difflculty  in  establishing.  114, 132 
exclusion  of,  from  contract  delivery,  ad- 
vantage of 209 

mixture  of,  with  white  cotton  in  contract 

deliveries 147-149 

New  Orleans  rule  regarding 78 

effect  of,  if  applied  at  New  York 79 

standards  for.  difficulty  of  establishing. . .    132- 

133,137 
Types.    See  Working  types. 

ITnderclasdflcatlon.    See  Classification  of  cotton 
at  New  Orleans;  New  Orleans  Cotton  Ex- 
change. 
Uniform  standards — 

advantages  of,  to  spinners 189-140  ' 

toproducers 140-141 

in  establishing  differences 126, 140 

Agricultural  appropriation  bUl,  provision  | 

In.for 137 

alleged  Indifference  of  southern  markets.      133 

alleged  indifference  of  Li  verpool  to 134 

attempt  tosecure,  through  National  Cotton 

Exchange  Association 133 

evils  resulting  from  lack  of,  alleged  injury 

to  grower 124-126 

confusion  in  prices 126 


Uniform  standards— Continued.  Page, 

evils  resulting  from  lack  of,  only  errors  in 

grade  differences 126 

controversies  over  classification 126-128 

difficulties  attending  adoption  of,  wide 

variations  in  character  of  cotton 130 

great  number  of  persons  affected ISO 

Gulf  cotton,  distinction  from  upland 131 

impracticability,  of,  alleged 129 

international  conference  of  cotton  grow- 
ers and  manufacturers,  resolution  of.      132 

lack  of  uniformity  at  present 121 

comparison  of  New  York  and  New  Or- 
leans standards 121 

comparison  of  New  York  and  Liver- 
pool standards 122 

*  comparison  of  New  York,  Augusta,  and 

Liverpool  standards 123 

especially  pronounced  in  low  grades.  123, 124 
not  an  excuse  for  New  York  revision  of 

November,  1906 126 

length  of  staple,  alleged  impracticability 

of  recognizing,  in 188 

Liverpool  Cotton  Association,  letter  of,  on.      134 
National  Cotton  Exchange  Association, 

attempt  to  establish 34, 183 

naval  stores  and  grain,  classiflcation  cited 

in  support  of 184-135 

New  York  Cotton  Exchange,  efforts  to 

secure 133-134 

objections  to,  all^:ed  loss  to  cotton  mer- 
chants       12S 

permanence  of,  desirabil ity  of 138 

Texas  cotton,  alleged  necessity  of  recog- 
nizing, in 137 

tinged  and   stained  cotton,  difficulty  of 

recognizing,  in 182-133,137 

upland  cotton,  probable  basis  of 131 

Unmerchantable  cotton.    See  Stock  of  cot- 
ton at  New  York. 
Upland  cotton.    See  Uniform  standards. 
United  States  Government,  proposed  estab- 
lishment of  uniform  standards  by..  136-137 

Warehousing.  See  Classiflcation  of  cotton, 
New  York;  Certiflcate  system. 

Weak-staple  cotton.  See  Classiflcation  of 
cotton  at  New^  York  and  New  Orleans; 
Stock  of  cotton  at  New  York. 

Working  types.  See  Claasiflcation  of  cotton 
at  New  York  and  New  Orleans;  Stand- 
ards of  cotton. 

Willmer,  A.  W.,  letterof 134 
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Department  of  Commerce  and  Labor, 

Office  of  the  Secretary, 
Wafihington^  Deceviber  6^  1909. 
Sir:  I  have  the  honor  to  transmit  herewith  Parts  IV  and  V  of  the 
Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanges, 
Part  IV  dealing  with  the  Effect  of  Future  Contracts  on  Prices  of 
Cotton,  and  Part  V  dealing  with  Influence  of  Producers'  Organiza- 
tions on  Prices  of  Cotton. 

Respectfully,  Charles  Nagel, 

Secretary. 
The  President. 


Department  of  Commerce  and  Labor, 

Bl'reau  of  Corporations, 
Washington^  December  6^  1909. 
Sir:  I  have  the  honor  to  transmit  herewith  Parts  IV  and  V  of  the 
Report  on  Cotton  Exchanges,  made  to  the  President  under  your 
direction  and  in  accordance  with  the  law  creating  the  Bureau  of  Cor- 
porations and  the  resolution  of  the  House  of  Representatives  of  Feb- 
ruary 4,  1907.  Part  IV  deals  with  the  Effect  of  Future  Contracts  on 
Prices  of  Cotton;  Part  V  deals  with  Influence  of  Producers'  Organi- 
zations on  Prices  of  Cotton. 

I  desire  to  mention,  as  especially  contributing,  under  my  direction, 
to  the  preparation  of  certain  portions  of  this  report,  the  names  of 
Mr.  Luther  Conant,  jr.,  Deputy  Commissioner  of  Corporations,  and 
Mr.  T.  M.  Robertson  and  Mr.  Worthy  P.  Sterns,  employees  of  this 
bureau,  who  assisted  Mr.  Conant. 

Very  respectfully,  Herbert  Knox  Smith, 

Commissioner. 
To  Hon.  Charles  Nagel, 

Sec7*etary  of  Commerce  arid  Labor. 
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DePABTMENT  of  CiOMMEBOE  AND  LaBOB^ 

BUBEAU  OF  CJOBPOBATIONS, 

WasJdngton,  D.  C,  December  6, 1909, 

Sib:  I  have  the  honor  to  submit  herewith  Parts  IV  and  V  of  the 
Report  on  Cotton  Exchanges.  Parts  I,  11,  and  III  thereof  have 
already  been  published. 

The  present  part  deals  with  the  broad  effects  on  the  entire  cotton 
trade  produced  by  those  peculiar  conditions  in  the  cotton  exchanges 
set  forth  in  the  parts  already  published. 

The  two  great  cotton  exchanges,  New  York  and  New  Orleans,  pre- 
scribe certain  regulations  under  which  future  contracts  must  be  bought 
and  sold.  Under  these  regulations  a  contract  for  the  future  delivery 
of  cotton  must  be  a  ''basis  contract;"  that  is  to  say,  the  price  agreed 
upon  is  the  price  of  a  certain  basis  grade,  to  wit,  middling  cotton,  but 
on  maturity  of  the  contract  the  seller  has  the  option  of  delivering  to 
the  buyer  any  one  or  more  of  a  fixed  number  of  grades  of  cotton  at 
"differences"  on  or  off  (above  or  below)  the  agreed  price  of  the  basis 
grade. 

The  crucial  point  is  the  method  by  which  these  ''differences"  are 
determined.  Parts  I,  II,  and  III  pointed  out  the  uneconomic  char- 
acter of  the  "fixed-difference"  system  of  the  New  York  Exchange. 
That  exchange  arbitrarily  fixes  the  relative  values  ("differences") 
of  different  grades  of  cotton  to  be  applied  in  the  settlement  of  future 
contracts  for  nearly  a  year  in  advance.  It  is  on  its  face  impossible 
to  make  successfully  so  long  a  forecast  of  future  conditions  of  supply 
and  demand.  These  differences  will,  therefore,  often  become  incor^ 
rect.  The  seller  of  the  contract,  exercising  his  option,  will,  of  course, 
select  for  delivery  those  grades  which  are  at  the  time  most  over- 
valued by  such  incorrect  differences.  Therefore  the  prospective 
buyer  of  the  contract  discounts  this  danger  of  overvaluation  by  bid- 
ding less  for  the  future  contract  itself  than  he  would  for  "spot" 
(actual)  cotton.  Thus,  fixed  differences  inevitably  result  in  frequent 
depressions  of  the  price  of  futures,  as  compared  with  the  actual 
market  value  of  cotton.  In  1906-7,  when  the  New  York  differences 
greatly  overvalued  the  lower  grades,  the  future  price  iell  as  much  as 
200  points  below  the  spot  price  of  middling.  Widespread  practical 
injury  to  the  cotton  trade  follows  from  such  abnormal  depressions. 
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First.  ** Buying  limits;*^  depression  of  producers'  prices. — There  is  a 
vital  connection  between  future  prices  and  the  prices  paid  to  the 
fanner.  Prices  of  cotton  paid  by  merchants  to  farmers  are  largely 
established  by  applying  ''buying  limits"  to  the  future  prices  quoted 
on  the  exchanges;  that  is  to  say,  the  cotton  merchant  instructs  his 
agents  in  the  interior  to  oflFer  the  farmer  for  cotton  on  a  given  day 
not  more  than  a  certain  number  of  ''points"  per  pound  (hundredths 
of  a  cent)  "on,"  or  not  less  than  a  certain  number  of  points  "off," 
the  price  of  future  contracts.  A  very  large  portion  of  the  cotton  crop 
is  purchased  in  this  way. 

Now,  as  stated  above,  the  "fixed-difference"  system  frequently 
depresses  future  prices  abnormally  below  the  price  of  actual  cotton 
for  immediate  deUvery  ("spot"),  established  daily  in  the  large  cen- 
tral markets.  That  spot  price  most  nearly  indicates  true  value  based 
on  supply  and  demand.  As  a  result,  the  price  paid  to  producers 
under  the  above  "limits"  system  is  also  depressed  below  such  true 
value. 

It  is  true  that  the  buying  merchant  usually  so  changes  his  "limits" 
as  largely  to  offset  such  abnormal  depressions.  For  instance,  he  may 
have  fixed  a  limit  of  20  points  "on"  futures,  when  spot  cotton  is  at  10 
cents  and  future  contracts  at  9.5  cents.  Suppose  that  futures  now 
fall  50  points,  while  spot  cotton  remains  at  10  cents.  He  would, 
theoretically,  change  his  limit  to  70  points  "on,"  to  make  up  the 
drop.  This  counterbalancing  process  in  the  use  of  buying  limits 
largely  offsets  abnormal  depressions  in  futures. 

On  the  other  hand,  this  coimterbalancing  movement  is  not  imme- 
diate or  complete.  For  frequent  periods,  often  lasting  for  weeks, 
abnormally  depressed  future  prices,  used  in  connection  with  "limits," 
carry  the  producer's  price  down  and  away  from  the  true  standard 
price  of  actual  cotton,  in  spite  of  the  counterbalancing  tendency,  and 
cause  for  the  time  depressions  of  interior  prices.  An  injury  results  to 
the  many  farmers  selling  during  such  period.  When  future  prices 
are  not  abnormally  depressed,  there  is  little  divergence  of  the  pro- 
ducer's price  from  the  spot  price  in  central  markets. 

The  diagrams  in  the  report  show  the  facts  at  a  glance.  Three 
significant  lines  chart  the  course  of  prices — the  "spot"  line  (course 
of  true  market  values),  the  "future"  line  (prices  of  future  contracts 
used  as  a  basis),  and  the  "producer's"  line  (roughly,  the  movement 
of  prices  received  by  the  farmer).  Whenever  the  future  line  diverges 
abnormally  from  the  course  of  true  market  values,  it  almost  inva- 
riably carries  the  producer's  line  with  it,  at  least  part  way,  and  for  a 
time.  These  divergencies  of  the  producer's  price  occur  simulta- 
neously with,  and  are  evidently  caused  by,  abnormal  depressions  of 
the  future  price;  and  the  abnormal  depressions  are  mainly  the 
result  of  the  uneconomic  "fixed-difference"  system. 
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It  must  be  emphasized  that  neither  tables  nor  charts  indicate  the 
actual  price  received  by  the  producer,  nor  the  actual  extent  of  his 
injury.  But  they  do  show  conclusively  the  movement  or  general 
course  of  prices,  which  is  the  essential  thing,  and  prove  that  such 
injury  occurs. 

Second,  Mental  effect  of  future  quotations  on  the  producer. — ^Most 
producers  now  get  daily  quotations,  namely,  the  prices  of  futures  with 
all  their  aberrations.  The  producer  rarely  understands  the  effect 
of  exchange  regulations  in  depressing  the  future  price.  He  regards 
future  quotations  as  the  best  available  guide  to  the  value  of  his  cotton, 
and  his  decision  in  fixing  his  own  price  is  affected  by  their  errors. 

Third.  Injuries  from  disorganization  of  the  hedging  function. — ^A 
proper  hedging  system  is  one  of  the  chief  functions  of  an  exchange. 
For  instance,  when  a  merchant  agrees  to  secure  for  a  spinner  at  a 
future  date  a  hundred  bales  of  actual  cotton  at  a  given  price,  he 
hedges  himself  against  a  possible  rise  in  cotton  by  buying  a  futiure 
contract  for  a  himdred  bales  from  a  speculator  on  the  exchange. 
Then,  if  prices  of  futures  and  of  spot  cotton  move  up  in  unison,  whatever 
he  loses  by  an  unforeseen  rise  in  the  actual  cotton  which  he  must 
buy  for  the  spinner  he  gains  by  a  corresponding  rise  in  the  future 
contract  which  he  holds.  This  allows  the  merchant,  who  is  simply 
a  distributer,  deaUng  in  actual  cotton,  to  throw  upon  the  speculator 
the  speculative  risks  of  general  price  changes,  foregoing  at  the  same 
time  possible  speculative  gains.  (This  applies,  of  course,  only  to 
changes  in  the  basis  grade.)  The  speculator  equips  himself  to  forecast 
and  meet  such  changes.  He  enters  the  market  simply  for  speculative 
gain,  and  it  is  his  function  to  carry  also  the  corresponding  speculative 
risk.  Again,  this  merchant  may,  through  a  broker,  buy  his  future 
contract  from  another  merchant,  who  is  in  the  reverse  position  of 
owning  a  hundred  bales  and  desiring  to  protect  himself  against  a 
decline.  Thus  the  two  merchants  balance  as  between  themselves, 
and  eliminate,  for  both,  the  possibilities  of  speculative  loss  and  gain 
involved  in  a  given  amount  of  actual  cotton  business. 

But,  obviously,  to  enable  such  merchant  to  gain  on  his  future  con- 
tract what  he  loses  on  his  spot  transaction,  or  vice  versa,  the  price  of 
futures  and  of  spot  cotton  must  move  alike,  in  "parity."  Now,  the 
New  York  "fixed  differences"  and  other  improper  exchange  regula- 
tions frequently  disturb  this  essential  parity.  The  cotton  mer- 
chant's hedge,  particularly  a  buying  hedge,  thereupon  fails  him,  and 
he  may  suffer  severe  loss  or  be  unable  to  hedge  at  all.  He  is  thus 
forced  to  carry  an  additional  and  purely  speculative  risk,  one  that 
properly  belongs  to  the  speculator;  he  must,  therefore,  increase  his 
margin  for  profit,  and  either  pay  the  producer  less  or  charge  the  spin- 
ner more,  or  both. 


XX  LETTEB  OF  SUBMITTAIi. 

Certain  fallacious  arguments  put  forward  in  support  of  the  fixed- 
difference  system  may  be  briefly  noted.  Contrary  to  long-established 
theory,  it  has  thus  lately  been  urged  that  hedging  is  a  form  of  insur- 
ance, a  "division"  of  risks.  Though  often,  for  convenience,  hedging 
is  referred  to  as  "insurance,"  it  is  not  insurance,  nor  is  it  a  "divi- 
sion" of  loss.  Insurance  is  indemnity  for  actual  destruction  of  prop- 
erty. There  is  no  destruction  of  property  in  changes  of  cotton  values. 
Loss  on  one  side  is  balanced  by  gain  on  the  other  side.  Hedging  is 
an  entire  transfer  or  eUmination  of  a  speculative  risk;  that  risk  is  never 
"distributed,"  as  in  insurance.  If  the  hedging  function  fails,  an 
entire  class  of  hedgers  on  one  side  of  the  market  must  suffer  to  the 
full  amount. 

It  is  claimed  that  the  system  of  ''commercial  differences "  favored 
by  the  Bureau  has  been  accompanied  by  abnormal  discoimts  on  the 
New  Orleans  and  Liverpool  exchanges.  Part  I  proved  that  the  New 
Orleans  discoimt  has  been  less  frequent,  far  briefer,  and  far  smaller 
than  in  New  York.  No  complete  study  of  the  Liverpool  system  has 
been  possible,  but  there  exist  there  certain  peculiar  disturbing  factors, 
such  as  dealings  in  coupled  months,  quotation  of  inactive  grades  on 
sales  of  very  small  lots,  and  allowances  for  extra  staple,  which  largely 
explain  the  discount.  And  these  discounts  are  by  no  means  as 
serious  as  in  New  York. 

It  has  been  claimed  that  commercial  differences  allow  of  '^  manipu- 
lation." Fixed  differences  certaiiJy  allow  of  a  far  greater  degree  of 
manipulation  by  giving  to  a  small  committee  of  interested  dealers, 
whose  decision  is  final  for  a  long  period,  the  power  of  fixing  arbitrarily 
differences  which  will  apply  to  thousands  of  existing  contracts  over 
many  months. 

It  has  been  claimed  that  fixed  differences  are  necessary  to  give 
"calculabihty"  to  the  future  contract  for  the  seller.  This  benefit  of 
a  "sure  thing"  for  the  seller  lays  on  the  buyer  the  burden  of  extreme 
incalculability  and  all  the  risks.  No  just  reason  is  seen  for  such  dis- 
crimination. Indeed,  the  erroneous  system  of  the  New  York  Ex- 
change is  largely  an  attempt  of  the  speculator  to  avoid  the  risks  of 
his  function  while  making  a  "sure  thing"  ("calculabiUty")  of  its 
profits. 

The  Bureau  has  never  intimated  that  perfect  parity  between 
future  and  spot  prices  can  or  should  be  maintained,  nor  (as  some 
have  claimed)  that  the  individual  members  of  an  exchange  must 
"guarantee"  such  parity  out  of  their  brokers'  conunissions.  The 
Bureau  does  insist  upon  the  extreme  importance  of  a  substantial 
parity.  It  urges  a  change  in  those  improper  exchange  conditions 
that  now  cause  the  extreme  and  injurious  disturbance  of  that  parity. 
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The  matter  may  be  summed  up  as  follows: 

The  abnormal  depression  of  the  future  contract  price,  caused  by 
improper  exchange  regulations,  taken  with  the  system  of  "buying 
limits,"  frequently  draws  down  with  it,  and  away  from  the  standard 
of  true  values,  the  prices  which  the  farmers  receive  for  their  cotton. 

The  mental  effect  of  these  erroneous  quotations  serves  to  mislead 
the  farmer  to  his  injury  in  selling  his  crop. 

The  disturbance  of  the  hedging  function  by  improper  exchange 
conditions  has  placed  an  added  cost  on  the  merchant,  which  must 
necessarily  fall,  in  part  at  least,  upon  the  producer. 

Part  I  of  this  report  proved  that  these  abnormal  depressions  of  the 
future  price  at  New  York  were  almost  wholly  due  to  improper  arti- 
ficial conditions  now  maintained  by  the  New  York  Cotton  Exchange. 
Many  of  these  conditions  are  remediable.  By  maintaining  them,  the 
New  York  exchange  is  responsible  for  a  very  real  injury  to  the 
producer  and  merchant.  The  New  Orleans  Cotton  Exchange,  with 
its  system  of  "commercial  differences"  based  on  the  natural  law 
of  supply  and  demand,  has  largely  avoided  such  evils. 

The  basic  defect  of  the  fixed-difference  system  is  that  it  inevitably 
causes  the  promulgation  and  practical  use  of  false  quotations  of  a 
great  staple.  Future  contracts  should  truly  represent  actual  cotton. 
If  they  do  not,  if  the  two  lines  of  prices  are  divorced,  the  two  chief 
functions  of  the  exchange — the  hedging  system  and  the  quoting  of 
standard  prices — are  nullified,  and  the  exchange  loses  the  prime  char- 
acteristics which  distinguish  a  real  market  from  a  gambling  place. 

The  brief  discussion  of  general  speculation  in  this  report  recognizes 
the  possibilities  for  good  inherent  in  a  great  central  market  like  a  cot- 
ton exchange,  and  the  need  that  this  good  be  developed  and  evils 
eliminated  by  regulations  in  line  with  economic  law. 

AssocicUions  of  producers. — The  most  important  producers'  organi- 
zations are  the  Farmers'  Educational  and  Cooperative  Union  of 
America  and  the  Southern  Cotton  Association.  Their  methods  have 
been  substantially  of  two  kinds,  both  directed  at  increasing  the  price 
of  cotton.  They  have  urged  upon  their  members  a  reduction  in 
acreage  of  cotton  planted.  In  one  year  at  least  it  appears  that  this 
effort  had  considerable  effect.  They  have  also  recommended  mini- 
mum prices  for  which  their  members  shall  hold  their  cotton.  So 
numerous  are  the  factors  of  supply  and  demand  in  determining  the 
price  of  cotton  that  it  is  impossible  to  arrive  at  any  satisfactory  con- 
clusion on  this  point. 

After  the  publication  of  the  earlier  parts  of  this  report  both  the 
New  Orleans  and  New  York  cotton  exchanges  established  special 
committees  instructed  to  consider  the  systems  of  their  exchanges  and 
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to  cooperate  therein  with  the  Commissioner  of  Corporations.  Con- 
ferences have  been  held  by  the  Commissioner  with  both  committees. 
On  the  part  of  New  Orleans,  this  cooperation  was  very  complete, 
resulting  in  certain  important  improvements  in  the  rules  of  that 
exchange.  After  more  than  a  year's  investigation,  the  conmiittee 
of  the  New  York  exchange  has  not  yet  made  any  final  report  or 
taken  any  substantial  action. 

Very  respectfully,  Herbebt  Knox  Smith, 

Oommissioner  of  Corporations. 
The  Pbesident. 


REPORT  OF  THE  COMMISSIONER  OF  CORPORATIONS 

ON  COTTON  EXCHANGES. 


Part  IV.— EFFECT  OF  FX7TUEE  COHTBACTS  OH  PSICES  OF 

COTTOH. 

Part  v.— nrFLUEHGE  OF  PBODXTGEBS'  ORGAHIZATIOHS  OH  PBICES 

OF  COTTOH. 


SUMMARY. 


Preceding  portions  of  this  report  have  dealt  almost  exclusively 
with  the  character  of  future  contracts  on  cotton  exchanges;  they 
have  been  concerned  chiefly  with  the  effect  of  special  characteristics 
of  such  contracts  upon  the  future  market  itself  and  upon  the  use  of 
that  market  by  cotton  merchants.  This  portion  of  the  report  is 
largely  devoted  to  a  discussion  of  the  effects  of  such  special  charac- 
teristics of  future  contracts  upon  prices  of  actual  cotton,  and  par- 
ticularly upon  prices  paid  producers.  There  is  also  presented  some 
further  discussion  of  their  effect  upon  cotton  merchants.  In  the 
main,  the  discussion  has  been  confined  to  this  special  point  of  view, 
namely,  the  effect  of  the  character  of  the  contract.  A  very  brief 
discussion  of  the  general  influences  of  speculation  has,  however,  been 
presented,  chiefly  for  the  purpose  of  dealing  with  certain  misconcep- 
tions of  the  nature  and  effects  of  future  trading.  There  is  also  given 
a  review  of  the  influence  of  producers'  organizations,  particularly  the 
Farmers'  Union,  upon  prices  of  cotton. 

TENDENCY  OF  CONTBACT   EVILS   TO   DEPBESS  FUTXTBE    PBICE. 

As  shown  in  Part  I,  the  cotton  contract  is  a  ^* basis"  contract, 
permitting  the  delivery  of  a  large  number  of  grades.  Middling  is 
the  basis  grade;  the  other  grades  are  deliverable  at  price  *' differ- 
ences'' on  or  off  the  stipulated  price  of  middling.  A  vitally  impor- 
tant matter  is  that,  after  the  contract  is  made,  the  seller  has  the 
entire  option  of  selecting  the  grades  (within  the  prescribed  range), 
which  he  will  deliver. 
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Under  proper  methods  of  trading,  the  price  of  such  basis  future 
contracts  for  the  current  or  *'spot''  month  should  at  substantially 
all  times  be  close  to  the  spot  price  of  middling.  Since  some  expense 
is  thrown  upon  the  purchaser  of  contracts  in  assorting  the  mixed 
deUveries  usually  received,  the  *' current''  future  price  ordinarily 
should  be  at  a  slight  margin  below  or  ''discount"  from  the  spot 
middling  price.  Under  proper  trading  rules,  however,  this  discount 
should  be  comparatively  small,  say,  in  the  neighborhood  of  25 
"points"  (0.25  cent),  and,  broadly  speaking,  it  should  be  substan- 
tially constant.  The  reason  for  this  is  that  if  the  grades  other  than 
middhng  are  tenderable  only  at  the  values  or  differences  relative  to 
middling  at  which  they  are  seUingin  the  actual  ''spot"  market  at 
time  of  deUvery,  the  purchaser,  except  for  the  small  margin  or  dis- 
count just  described,  will  be  willing  to  pay  substantially  as  much 
for  a  basis  middling  contract  for  the  current  month  as  he  would  for 
middling  cotton  itself. 

As  shown  in  this  report,  the  successful  use  of  the  future  market  by 
the  cottoli  trade  depends  on  the  maintenance  of  a  substantially  con- 
stant margin  between  the  price  of  middling  cotton  and  the  price  of 
future  contracts. 

The  New  Orleans  Cotton  Exchange  distinctly  provides  that  the 
grades  other  than  middling  shall  be  dehverable  only  on  the  basis 
just  described — that  is,  at  the  actual  commercial  differences  on  or  off 
middling  cotton  at  the  time  of  deUvery — and,  in  the  main,  the  normal 
margin  between  the  price  of  current  future -contracts  and  the  spot 
price  of  middhng  cotton  has  been  fairly  well,  although  by  no  means 
perfectly,  maintained  at  New  Orleans. 

At  New  York,  on  the  other  hand,  the  grades  other  than  middling 
are  dehverable  at  arbitrary  price  differences  estabhshed  by  a  revision 
committee  only  twice  a  year  at  most,  once  in  September  and  again 
in  November.  This  committee  is  allowed  virtually  complete  dis- 
cretion in  determining  these  arbitrary  differences.  Frequently  the 
differences  fixed  by  it  have  been  widely  at  variance  with  the  true 
commercial  differences  at  the  very  time  they  were  estabhshed.  In 
ether  instances  these  arbitrary  differences,  although  originally  in 
accord- with  the  true  commercial  differences  in  the  spot  market,  have 
Ikter  become  far  out  of  hne  with  these  commercial  differences,  which 
fluctuate  with  changes  in  supply  and  demand  for  specific  grades. 

This  arbitrary  method  of  establishing  contract  differences  at  New 
York  works  great  injury  to  dealers  in  exchange  contracts,  and  espe- 
oially  to  buyers.  Since  the  seller  has  the  complete  option  of  selection, 
he  naturally  delivers  those  grades  which,  because  of  these  erroneous 
differences,  are  most  overvalued  as  compared  with  middling.  This 
means  that  the  purchaser  will  suffer  an  unjust  loss,  since  when  he  dis- 
poses of  the  cotton  in  the  spot  market  he  can  obtain  only  the  commer- 
cial differences.     Consequently,  buyers  of  contracts  seek  to  escape  this 
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loss,  either  by  lowering  their  bids  for  contracts  at  the  time  of  pur- 
chase, or,  if  they  have  already  purchased  such  contracts,  by  selling 
them  out.  In  the  latter  case  they  must  sell  to  buyers  who  will  simi- 
larly endeavor  to  protect  themselves.  Either  effort,  therefore, 
res^lts  in  an  abnormal  depression  or  discount  of  the  future  price  in 
comparison  with  the  actual  or  spot  price  of  middling.  For  instance, 
in  1906-7,  when  the  differences  at  New  York  greatly  overvalued  the 
lower  grades,  the  price  of  current  future  contracts,  instead  of  remain- 
ing at  the  normal  discount  of  approximately  25  points,  went  200 
points  below  the  spot  price,  and  for  a  long  period  it  was  at  a  discount 
of  more  than  150  points  under  that  price.  In  1907-8  there  was  an 
equally  abnormal  margin  between  the  two  prices. 

The  principal  other  evils  of  cotton  contracts  are,  first,  the  over- 
grading  of  cotton  for  contract  delivery,  and  second,  an  unduly  wide 
range  of  deliverable  grades.  The  former  evil  has  existed  chiefly  in 
the  New  York  market.  The  effect  of  such  overgrading  is  substan- 
tially the  same  as  the  overvaluation  by  means  of  false  differences, 
namely,  to  produce  an  abnormal  discount  of  the  contract  price. 

The  wide  range  of  grades  deliverable  on  contracts  also  tends  to 
increase  the  margin  between  spot  and  future  prices,  but  in  the  absence 
of  overgrading  and  false  differences  this  is  a  less  serious  matter,  since 
the  margin,  though  wider,  should  be  fairly  constant.  Practically, 
owing  to  occasional  overgrading  and  the  difficulty  of  establishing 
differences  for  some  grades,  this  wide  range  of  deliverable  grades 
likewise  tends  to  produce  abnormal  discounts  of  the  future  price. 
In  this  connection  it  should  be  stated  that  both  the  New  York  and 
New  Orleans  exchanges  have  considerably  narrowed  the  range  of 
contract  grades  since  the  Bureau's  investigation  was  commenced. 

It  will  be  seen,  therefore,  that  the  objectionable  features  of  cot- 
ton contracts  noted  all  have  the  same  tendency,  namely,  the  depres- 
sion of  the  future  price  as  compared  with  the  spot  price.  It  should 
be  clearly  understood,  however,  that  the  real  evils  are  that  a  false 
quotation  is  widely  published  as  the  price  of  a  great  staple,  and  that 
the  buyer  is  forced  to  take  the  grades  other  than  middling  at  false 
valuations.  These  abnormal  discounts,  therefore,  instead  of  being  the 
real  evil,  are,  rather,  a  symptom  of  the  real  evil,  just  as  a  high  pulse 
or  a  high  temperature  is  a  symptom  of  a  disordered  physical  condi- 
tion. 

EFFECT  OF  ABNOBHAL  DEPBESSIONS  OF  FX7TT7BE  PBICES  TJFON 

PBODXTCEBS. 

The  effect  of  these  abnormal  discounts  of  future  prices  on  the  price 
of  cotton  itself,  and  especially  on  the  prices  received  by  the  producer, 
is  the  main  subject  of  Part  IV. 

The  very  fact  that  there  is  an  abnormal  discount  of  the  future 
price  itself  shows  that  the  spot  price,  in  the  larger  markets  at  least, 
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must;  to  some  extent,  be  independent  of  the  future  market.  That 
the  New  York  future  price  has  fallen  200  points  below  the  spot  price 
has,  indeed,  frequently  been  cited  as  conclusive  evidence  that  the 
spot  price  is  wholly  independent  of  the  future  price.  This  is  by  no 
means  necessarily  so.  It  is  entirely  possible  and  even  probable  that 
while  the  New  York  spot  price  thus  remained  far  above  the  future 
price,  it  nevertheless  was  pulled  down  somewhat  by  the  depression 
of  the  latter.  However  that  may  be,  spot  prices  in  central  markets 
must  be  accepted  as  the  best  available  index  of  the  true  current 
value  of  cotton.  This  follows  from  the  fact  that  these  prices  are 
established  through  the  keen  competition  of  well-informed  interests 
in  the  purchase  and  sale  of  actual  cotton. 

The  most  important  problem  involved  in  the  present  portion  of  the 
Bureau's  report  is  whether  or  not  abnormal  discounts  in  the  future 
price  tend  unjustifiably  to  depress  the  price  of  spot  cotton,  and 
particularly  the  price  paid  the  producer. 

Briefly  stated,  the  Bureau's  investigation  shows  on  the  one  hand 
that  these  abnormal  discounts  of  contract  prices  are  in  the  long 
run  largely  offset  by  the  competition  of  cotton  merchants,  so  that 
they  are  by  no  means  fully  reflected  in  the  price  paid  the  producer. 
Nevertheless,  on  the  other  hand,  they  do  at  times  exert  a  distinctly 
depressing  effect  upon  the  producer's  price  and  to  his  injury.  This 
injurious  effect  is  not  precisely  measurable,  nor  is  it  entirely  con- 
stant, but  its  existence  is  conclusively  demonstrated. 

EXTENSIVE  USE  OF  FUTURE  PRICES  BY  MERCHANTS  IN  DEALING  WITH 

PRODUCERS. 

A  fact  of  great  importance  in  this  discussion  is  that  the  prices  paid 
by  cotton  merchants  for  a  large  part  of  the  cotton  crop  are  based 
directly  upon  the  future  quotations  of  some  cotton  exchange.  It  is 
imperative  that  this  be  kept  clearly  in  mind.  Such  merchants  send 
their  buying  agents  directly  to  the  large  plantations,  or  to  the  small 
country  towns  where  cotton  is  brought  in  from  farms  in  wagonloads 
of  a  few  bales  each.  Instead  of  instructing  these  agents  to  pay  a 
flat  price  for  cotton,  such  merchants  usually  direct  them  to  make 
their  purchases  within  a  certain  number  of  points  ''on"  or  ''off" 
(above  or  below)  some  cotton  exchange  quotation  of  futures.  These 
points  on  or  off  are  known  as  "limits."  To  illustrate,  a  merchant, 
at  a  time  when  January  future  contracts  in  New  York  were  selling 
at  10  cents,  instead  of  advising  his  agents  in  the  interior  that  they 
might  pay,  say,  9.50  cents  for  middling  cotton,  would  w^ire  them 
authority  to  pay  50  points  (0.50  cent)  off  the  price  of  January  futures. 
The  agents  either  have  access  to  future  quotations  at  the  interior 
points  or  are  kept  advised  of  changes  in  them  by  their  principals. 
Such  limits  vary,  of  course,  with  the  grade  of  cotton  purchased  and 
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with  numerous  other  conditions,  but  they  frequently  remain  un- 
changed over  considerable  periods  of  time.  Moreover,  they  fre- 
quently apply  to  a  very  large  territory. 

The  future  market,  aside  from  its  major  movements,  is  almost 
always  in  a  state  of  oscillation.  However,  the  cotton  merchant  who 
buys  on  limits  expects  these  minor  oscillations  substantially  to 
counterbalance  one  another,  and  so  long  as  the  future  price,  broadly 
speaking,  maintains  a  fairly  normal  margin  with  the  spot  price  of 
middling  cotton  at  central  spot  markets  he  is  likely  to  disregard  such 
minor  fluctuations  and  to  allow  the  limits  to  remain  unchanged  for 
considerable  periods  of  time.  Under  these  circumstances  the  prices 
paid  producers  obviously  will  fluctuate  (except  to  the  small  extent 
that  limits  might  be  departed  from)  directly  with  fluctuations  in 
the  future  price  thus  used  as  a  basis.  While  this  means  that  some 
individual  producers  sell  their  crops  on  these  minor  depressions  of 
the  future  price,  this  would  not  result  in  injustice  to  producers  as  a 
class,  since  others  would  sell  at  a  corresponding  advance. 

The  case  is  entirely  different,  however,  where  abnormal  movements 
in  the  future  price  occur  relatively  to  the  price  of  spot  middling  and 
remain  uncorrected  over  long  periods.  Thus,  if  the  future  price 
remains  at  an  abnormal  discount,  as  it  did  in  1906-7  and  1907-8, 
when  it  fell  at  times  to  200  points  or  more  below  the  New  York  spot 
price  and  for  a  long  time  ruled  about  150  points  under  that  price, 
enormous  injury  would  be  suffered  by  producers  if  the  limits  of  cotton 
merchants,  fixed  before  the  abnormal  discount  occurred,  remained 
unchanged,  since  the  combination  of  these  fixed  limits  with  such  an 
abnormally  depressed  future  quotation  would  give  a  resultant  price 
far  below  the  true  value  of  cotton  as  registered  by  spot  prices  at 
central  markets. 

The  very  fact  that  the  purchase  of  cotton  in  the  interior  is  thus  in  a 
vast  number  of  instances  directly  based  upon  the  future  market 
creates  a  strong  presumption  that  the  prices  paid  producers  must  be 
influenced  to  some  extent  at  least  by  such  abnormal  depressions  of 
the  basis  future  price.  Added  to  this  result  of  the  direct  use  of  the 
future  market  by  the  buyer  is  the  psychological  effect  of  movements 
in  the  future  price.  Future  quotations  are  eagerly  studied  by  pro- 
ducers as  well  as  by  merchants.  It  is  inconceivable  that  important 
changes  in  these  quotations  should  not  have  some  psychological 
influence  upon  both  parties. 

The  further  argument  is  advanced  that  since  an  abnormal  discount 
of  the  future  price  means  serious  loss  to  cotton  merchants  using  the 
market  for  buying  hedges,  such  merchants  are  under  special  pressure 
to  attempt  to  force  down  the  price  paid  producers  in  order  to  reduce 
such  hedging  losses. 


6  COTTON  EXCHANGES — ^EFFECT  OF  FUTUEE  CONTRACTS. 

Buying  limits^  as  the  word  implies,  are  intended  to  fix  the  maximum 
price  that  the  agent  of  the  cotton  buyer  may  pay.  Such  limits 
include  allowances  for  various  expenses  incident  to  buying  cotton, 
and  it  may  be  that  a  combination  of  these  limits  with  the  basis  future 
price  does  not  show  the  actual  price  paid  in  the  interior.  It  can  not 
be  disputed,  however,  that  the  indicated  interior  prices  thus  arrived 
at  do  represent,  with  substantial  accuracy,  the  broad  movement  of 
prices  paid  producers,  and  it  is  a  comparison  of  the  movement  of 
interior  prices  with  the  movement  of  spot  prices  at  central  markets 
that  is  important  in  this  discussion,  and  not  the  actual  prices. 

ABNORMAL    DISCOUNTS     OF     FUTURE     PRICE    LARGELY    COUNTERBAL- 
ANCED  BY   CHANGES   IN   MERCHANTS*    " LIMITS.'' 

Any  injury  suffered  by  producers  because  of  abnormal  discounts 
of  future  prices  depends  largely  upon  whether  the  limits  of  cotton 
merchants  are  changed  suflBciently  to  oflFset  the  effect  of  such  dis- 
counts. In  order  to  determine  this  point,  the  Bureau  obtained  the 
limits  of  a  number  of  cotton  merchants  conducting  extensive  opera- 
tions in  different  parts  of  the  cotton  belt,  and  compared  these  limits 
with  the  discount  of  the  future  price  and  with  spot  prices  in  central 
markets.  This  was  done  for  the  past  three  seasons,  1906-7,  1907-8, 
and  1908-9,  and  for  both  the  New  York  and  the  New  Orleans  markets. 

The  result  of  this  studv  is  to  show  that  merchants'  limits,  instead 
of  remaining  substantially  or  even  approximately  unchanged  at  all 
times,  were  subject  to  very  pronounced  change  in  those  seasons 
when  the  discount  of  the  future  price  fluctuated  abnormally.  These 
changes  in  limits  were  such  as  in  a  measure,  but  by  no  means  com- 
pletely, to  counterbalance  the  abnormal  discounts.  Thus,  at  the 
beginning  of  1906-7,  when  the  price  of  December  futures  at  New 
York  was  approximately  50  points  under  the  spot  price,  the  limits 
of  one  firm  of  merchants  were  60  points  off  the  December  future 
quotation.  By  the  middle  of  February  the  discount  of  the  May 
future  price  amounted  to  150  points  (and  it  had  been  more),  an 
increase  of  approximately  100  points  since  October.  During  this 
interval,  however,  the  limits,  which  at  first  were  60  points  off  the 
December  future,  had  changed  to  ''even/'  and  finally  to  30  points 
on  the  May  future  quotation;  that  is,  against  an  increase  of  rather 
more  than  100  points  in  the  discount  of  the  future  price,  the  limits 
increased  by  about  90  points. 

It  will  be  seen,  therefore,  that  in  this  case  the  abnormal  discount 
of  the  New  York  future  price  was  largely  counterbalanced,  in  so  far 
as  the  producer  was  concerned,  by  this  readjustment  of  buying  limits. 
This  means,  of  course,  that  here  the  producer  did  not  suffer  to  the 
full  extent  of  the  abnormal  discount. 
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READJUSTMENT   OF  BUYING  LIMITS  DILATORY  AND  INCOMPLETE. 

The  data  obtained  by  the  Bureau  show  that  there  was  such  a 
counterbalancing  moyement  of  limits  in  practically  every  case  when 
the  discount  of  the  future  price  was  abnormal.  It  is  exceedingly 
important  to  emphasize,  however,  that  this  counterbalancing  process 
often  was  not  complete,  and  furthermore  that  it  almost  invariably 
was  dilatory.  Thus,  the  discount  of  the  future  price  frequently 
increased  materially  before  there  was  an  appreciable  offsetting  change 
in  the  Hmits,  and  it  was  not  until  the  season  was  well  advanced 
that  the  readjustment  of  limits  caught  up  with  the  widening  of  the 
discount.  Therefore,  although  by  the  end  of  the  season  the  limits 
had  frequently  changed  by  approximately  the  same  amount  as  the 
discount  had  widened,  this  does  not  indicate  that  the  producer  mean- 
time escaped  injury.  Instead,  he  was  materially  injured  if  he  sold 
his  cotton  before  this  readjustment  was  complete,  as  hundreds  of 
producers  undoubtedly  did. 

For  instance,  in  the  case  of  the  limits  just  cited,  the  discount  of  the 
future  price,  which  at  the  close  of  September  was  about  50  points, 
had  widened  by  the  end  of  November  to  about  90  points.  In  the 
meantime  the  limits  off  had  narrowed  by  20  points,  or  by  an  amoimt 
considerably  less  than  was  necessary  to  offset  the  increase  in  the 
discount.  By  the  end  of  December  the  increase  in  the  discount 
amounted  to  about  65  points,  while  the  offsetting  change  in  the 
limits  at  that  time  amounted  to  only  30  points.  Clearly,  therefore, 
the  readjustment  of  limits  was  laggard.  After  that  date  the  read- 
justment proceeded  more  rapidly.  From  what  has  just  been  said, 
however,  it  is  apparent  that  this  counterbalancing  movement  was 
distinctly  dilatory.  This  delay  was  of  especial  importance  to  the 
farmer,  since  the  great  bulk  of  the  cotton  crop  was  sold  during  the 
period  when  this  readjustment  thus  lagged. 

producers'    PRICE    BETTER    MAINTAINED    WHEN    DISCOUNT    IS    MORE 

UNIFORM. 

In  1908-9  the  discount  of  the  future  price  in  all  three  markets,  for 
the  greater  portion  of  the  time,  was  unusually  steady.  In  this  year 
it  was  found  that  the  course  of  prices  paid  producers  was  more  nearly 
in  harmony  with  that  of  spot  prices  at  central  markets  than  in  either 
of  the  two  preceding  seasons;  that  is,  the  margin  between  the  two 
prices  showed  decidedly  greater  uniformity  and  producers  more  nearly 
obtained  a  proper  price  for  their  crop,  as  compared  with  prices  pre- 
vailing in  the  great  central  spot  markets. 

Thus  there  is  the  positive  evidence  of  the  depressing  influence  of 
abnormal  discounts  of  the  producers'  price  afforded  by  the  compari- 
sons for  the  two  preceding  seasons.     To  this  is  added  the  negative 
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evidence  afforded  by  comparisons  for  1908-9,  that  when  there  are  no 
such  abnormal  discounts  the  producers'  price  maintains  a  much  more 
nearly  perfect  parity  with  spot  prices  in  central  markets. 

In  the  body  of  the  report  these  comparisons  of  limits  and  discoimts 
are  more  clearly  shown  by  the  use  of  diagrams.  These  diagrams 
show  the  movements  of  the  spot  price  in  the  New  York  and  New 
Orleans  markets,  respectively,  the  future  price  used  as  a  basis  for 
purchases  in  the  interior,  and  the  limits  on  or  off,  which,  combined 
with  the  future  price,  give  the  indicated  price  to  the  producer.  These 
diagrams  show  almost  invariably  that  at  those  times  when  the  Una 
representing  the  future  price  first  departs  widely  from  the  line  rep- 
resenting the  spot  price  at  the  central  market,  there  is  also  a  diver- 
gence of  the  Une  representing  the  indicated  interior  price  from  the  line 
representing  such  spot  price  at  the  central  market.  In  other  words, 
abnormal  divergences  of  the  future  price  Une  tend  to  drag  down  also 
the  line  representing  the  indicated  interior  price.  The  diagrams  so 
consistently  show  such  correspondence  between  these  movements 
that  they  leave  no  room  to  doubt  that  the  relation  is  one  of  cause  and 
effect.  It  is  true  that  ultimately  the  interior  price  develops  consider- 
able independence  of  the  future  price,  and  returns  to  a  more  nearly 
normal  relationship  with  the  spot  price  at  central  markets;  but  this 
readjustment  is  almost  invariably  delayed,  and,  moreover,  somewhat 
intermittent. 

On  the  other  hand,  when  in  the  season  of  1908-9  the  discoimts  of 
the  future  price  were  unusually  steady  in  all  markets,  there  was  a 
marked  degree  of  parallehsm  between  the  interior  price  Une  and  the 
line  representing  the  spot  price  at  central  markets.  Thus,  as  already 
stated,  to  the  positive  evidence  of  the  dragging  influence  of  abnormal 
discounts  of  the  future  price  upon  the  interior  price  there  is  added  the 
negative  evidence  that  in  the  absence  of  such  abnormal  discounts  the 
interior  price  is  much  more  directly  responsive  to  the  spot  price  at 
central  markets. 

COMPARISON  OF  ACTUAL  BUYING  PRICES  WITH  ABNORMAL  DISCOUNTS. 

In  view  of  any  possible  criticism  on  the  use  of  limits,  however,  the 
Bureau  obtained  actual  buying  prices  (not  *' buying  Umits")  for  mid- 
dling cotton  or  basis  middUng  lots  from  a  number  of  cotton  merchants 
at  different  points  in  the  cotton  belt.  These  prices  were  averaged 
and  compared  with  an  average  of  spot  prices  at  five  of  the  larger 
markets,  namely,  New  Orleans,  Galveston,  Houston,  Memphis,  and 
New  York.  Such  averages  obviously  avoid  discrepancies  due  to 
purely  local  conditions. 

The  result  of  these  comparisons  was  substantially  the  same  as  that 
indicated  by  the  use  of  Hmits.     The  average  interior  price  at  times 
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in  the  seasons  1906-7  and  1907-8  showed  considerable  divergence 
from  the  average  price  at  central  markets.  It  was  fomid  that  such 
divergences  ahnost  always  occurre.d  simultaneously  with  abnormal 
discounts  of  the  future  price.  In  1908-9,  on  the  other  hand,  the 
margin  between  the  average  interior  price  and  the  average  central 
market  price  was  remarkably  constant.  Furthermore,  the  prices  to 
the  producer  shown  by  these  actual  figures  were  nearer  the  average 
central  market  price  than  in  either  of  the  two  preceding  seasons. 

Thus  this  comparison  of  actual  prices  confirms  the  conclusion 
reached  from  the  study  of  limits.  It  is  therefore  clearly  established 
that  the  influence  of  abnormal  discounts  of  future  prices  is  not  fully 
offset  by  changes  in  limits^  but  that  they  exert  a  depressing  effect 
upon  the  prices  paid  the  producer,  and  that  this  effect,  while  less 
pronounced  than  producers  often  assert,  is,  nevertheless,  appreciable. 

PSYCHOLOGICAL    INFLUENCE   OF   ABNORMAL   DISCOUNTS. 

This  conclusion  is  in  line  with  the  logic  of  the  case.  ProducJers 
almost  constantly  consult  the  future  market  in  selling  their  crop  and 
for  years  have  largely  followed  the  future  quotations  as  a  guide.  As 
a  rule,  they  do  not  understand  the  significance  of  abnormal  move- 
ments in  future  quotations.  Furthermore,  they  are  wholly  unable  to 
estimate  their  duration.  They  are  inchned  to  attach  as  much  weight 
to  these  abnormal  movements  as  to  any  other  fluctuation.  There- 
fore when  the  future  price  is  abnormally  or  artificially  depressed, 
producers  are  misled  into  false  opinions  of  the  trend  of  the  market. 
This  is  particularly  true  in  the  initial  stages  of  such  abnormal  de- 
pression. After  a  discount  has  clearly  become  abnormal  it  should  be 
apparent  that  something  is  wrong.  Even  then,  liowever,  producers 
are  still  at  a  great  disadvantage,  since  such  discounts  inject  an  addi- 
tional element  of  complexity  and  uncertainty  into  transactions  in 
cotton.  Moreover,  since  the  future  market  is  closely  watched,  even 
when  the  discount  is  abnormal,  neither  producers  nor  merchants  are 
able  to  get  completely  away  from  the  psychological  influence  of 
changes  in  it. 

TENDENCY  OF  ABNORMAL   DISCOUNTS  TO  DEPRESS  PRODUCERS*  PRICES 

BECAUSE   OF   IMPAIRMENT   OF   HEDGING. 

To  a  certain  limited  extent  such  abnormal  discounts  of  future 
prices  tend  to  depress  the  prices  paid  producers,  not  only  intermit- 
tently, but  constantly.  This  is  because  such  discounts  impair  the 
hedging  function.  It  is  universally  conceded  (and  indeed  emphat- 
ically claimed  by  exchanges)  that  a  properly  conducted  system  of 
hedging  greatly  reduces  the  risks  of  cotton  merchants,  and  that  from 
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this  reduction  in  risks  there  results  a  reduction  in  tiie  charges  or 
profits  of  merchants.  Conversely,  anything  which  has  a  tendency  to 
increase  the  risks  of  hedging  merchants,  as  such  abnormal  discounts 
of  future  prices  unquestionably  do,  has  a  tendency,  at  least,  to  force 
these  merchants  to  demand  a  wider  margin  to  cover  their  expenses 
and  profit  than  they  would  require  if  they  were  properly  protected. 
This  means,  of  course,  that  the  price  which  merchants  are  wiUing  to 
pay  the  producer  is  thereby  depressed.  Furthermore,  this  influence, 
as  just  stated,  operates  almost  constantly  so  long  as  the  cause  of  such 
additional  risk  is  not  removed,  and  not  merely  from  time  to  time. 

BISASTBOTJS  EFFECT  OF  ABNOBMAL  DISCOUNTS  UPON  HEDGING 

MEBCHANTS. 

However,  even  if  the  entire  foregoing  evidence  were  answerable 
and  if  it  could  be  conclusively  demonstrated  that  cotton  producers 
were  wholly  unaffected  by  errors  in  contract  differences  and  the  con- 
sequent abnormal  discounts  of  future  prices,  such  discounts  would 
be  exceedingly  objectionable  because  of  their  injurious  effect 
upon  cotton  merchants.  It  is  the  cotton  merchant  who  espe- 
cially desires  to  make  legitimate  use  of  the  future  market,  and 
it  is  the  cotton  merchant  who,  in  the  event  of  abnormal  discounts 
of  the  future  price,  is  especially  liable  to  suffer  injury.  This  is  par- 
ticularly true  of  those  cotton  merchants  who  desire  to  use  the  future 
market  for  the  pm-chase  of  hedges.  The  successful  conduct  of  hedg- 
ing, particularly  for  the  buyer  of  a  hedge,  depends  upon  the  mainte- 
nance of  a  fairly  constant  parity  between  the  spot  price  of  middling 
and  the  price  of  current  futures.  The  principle  of  hedging  is  the 
balancing  of  a  loss  in  the  spot  market  by  a  gain  in  the  future  market; 
or  vice  versa.  Obviously  this  counterbalancing  process  will  be  real- 
ized only  when  spot  and  future  prices  move  in  substantial  harmony. 

The  hedging  function  is  almost  universally  regarded  as  one  of 
the  most  important,  if  not  the  most  important,  function  of  organized 
future  trading.  Members  of  the  New  York  Cotton  Exchange  itself 
have  repeatedly  insisted  that  hedging  is  the  most  important  service 
rendered  by  an  exchange  to  the  cotton  trade.  Obviously,  therefore, 
it  is  incumbent  upon  exchanges  to  safeguard  that  function. 

HEDGING    A    METHOD    OF    SHIFTING    OR    ELIMINATING    RISKS. 

While  there  is  agreement  as  to  the  importance  of  hedging,  consid- 
erable divergence  of  opinion  appears  to  have  arisen  recently  as  to 
the  real  nature  of  the  hedging  fimction.  The  view  accepted  by  a 
vast  majority  of  the  cotton  trade  ever  since  the  future  market  was 
organized,  and  moreover  the  view  which  originally  governed  the 
'naming  of  cotton-exchange  contracts,  is  that  hedging  is  a  means  of 
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affording  nonspeculative  interests  in  the  market  an  opportunity  to 
avoid  speculative  risks  involved  in  changes  in  the  general  level  of 
values. 

This  avoidance  of  speculative  risks  by  the  nonspeculative  class 
is  largely  accomplished  by  transferring  them  to  the  speculative 
class.  Such  shifting  of  risk  to  the  speculative  class  is  a  very  simple 
process.  Thus,  a  merchant  who  has  an  order  from  a  spinner  for 
middling  cotton  at  a  fixed  price  desires  to  fix  the  cost  of  this  cotton 
to  himself  at  once,  and  thus  to  insure  a  profit  on  his  transaction. 

Owing  to  the  seller's  option,  which  ia  a  feature  of  all  exchange  con- 
tracts in  cotton,  the  merchant  is  unable  to  protect  himself  by  buying  an 
exchange  contract  for  a  particular  kind  of  cotton  which  he  needs  for  his 
engagements  with  the  spinner.  He  is,  however,  if  future  trading  is  con* 
ducted  under  proper  rules,  able  to  avoid  the  risks  of  changes  in  the 
value  of  middling  cotton,  since  under  such  proper  conduct  of  the 
future  system,  if  he  does  not  get  middling  cotton  he  will  get  the  equiv- 
alent of  middling.  So  far  as  middling  cotton  is  concerned,  the 
speculative  risk  and  its  possible  speculative  profit  are  transferred  to 
the  speculator.  If  the  price  of  middling  cotton  which  the  merchant 
needed  for  the  spinner  advanced  in  the  spot  market,  there  would 
be  a  corresponding  advance  in  the  price  of  the  basis  middling  contract 
purchased  on  the  exchange  as  a  hedge;  consequently,  the  increase 
in  the  cost  of  his  middling  cotton  in  the  spot  market  would  be  offset 
by  the  corresponding  profit  on  the  sale  of  his  exchange  contract 
bought  as  a  hedge.  On  the  other  hand,  in  case  the  price  of  his 
exchange  contract  should  fall,  the  loss  which  he  would  suffer  would  be 
made  up  by  his  ability  to  buy  actual  cotton  at  a  corresponding  decline. 
This  avoidance  of  risk,  however,  will  be  secured  only  when  the  price 
of  the  exchange  contract  and  the  price  of  middling  cotton  in  the  spot 
market  move  in  substantial  harmony.  Moreover,  such  shifting  of 
risks,  as  shown  later,  is  complete  only  with  respect  to  middling  cotton 
and  not  for  all  the  various  contract  grades. 

Modem  conditions  in  the  cotton  business  have  produced  this  special- 
ization of  functions;  that  is,  this  clear  distinction  between  the  mer- 
chant and  the  speculator.  So  far  as  possible  the  merchant  becomes 
a  distributer.  He  has  enough  risks  and  difficulties  in  performing  this 
service  alone.  He  can  not  in  addition  equip  himself  to  forecast  and 
discount  the  general  future  changes  in  prices  caused  by  changes  in 
supply  and  demand.  Therefore  the  speculator  has  taken  up  the  par- 
ticular and  separate  function  of  bearing  this  risk  and  to  that  end 
equips  himself  to  obtain  the  best  and  latest  information  concerning 
crop  and  market  conditions.  Such  specialization  and  shifting  of  risk 
make  for  economy  and  are  highly  desirable.  If  the  merchant  class 
were  compelled  to  bear  the  entire  risk  involved  in  forward  engage- 
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ments  in  actual  cotton,  it  is  obvious  that,  owing  to  radical  changes  in 
supply  and  demand,  its  business  would  be  exceedingly  hazardous. 
The  merchant  class  is  anxious  to  reduce  these  speculative  risks  and 
in  return  for  such  relief  renders  its  service  to  the  community  for  a 
lower  charge.  The  speculative  class,  on  the  other  hand,  can  not  com- 
plain because  it  is  called  upon  to  bear  these  risks.  On  the  contrary, 
the  assumption  of  such  risks  is  the  chief  justification  for  the  existence 
of  the  speculative  class.  If  the  speculative  class  did  not  thus  render 
a  service  to  legitimate  trade,  it  would  have  no  right  to  exist;  its  oper- 
ations would  degenerate  into  mere  gambling.  It  is  imperative  that 
this  duty  of  the  speculative  class  to  the  trade  be  thoroughly  appreci- 
ated. If  the  speculative  class  is  to  seciu'e  the  profits  of  speculation, 
it  should  also  take  the  risks  of  speculation  and  not  attempt  to  shift 
them  to  others. 

The  fixed-diflference  system  of  the  New  York  exchange  repre- 
sents the  persistent,  though  perhaps  imconscious,  effort  of  specu- 
lative operators  to  avoid  the  risk  involved  in  the  proper  perform- 
ance of  their  market  function,  while  seeking  to  retain  all  the  profits 
therefrom. 

In  addition  to  such  shifting  of  risks  to  the  speculator,  the  risks 
may  be  avoided  by  the  nonspeculative  class  by  offset.  This  occurs 
where  one  of  the  hedging  parties  desires  to  buy  and  the  other  to  sell 
a  contract  at  exactly  the  same  price.  In  such  a  case  the  seller  of  the 
hedge  against  cotton  on  hand. at,  say,  10  cents,  would,  in  case  the 
price  of  cotton  and  of  contracts  both  declined  2  cents,  suffer  no  net 
loss,  since  the  decline  in  the  value  of  the  cotton  against  which  he  sold 
the  hedge  would  be  coimterbalanced  by  a  profit  on  the  contract  thus 
sold  short.  At  the  same  time,  the  buyer  of  a  hedge  at  the  same  price 
would  suffer  no  net  loss,  since  the  loss  due  to  the  decline  in  his 
contract  purchased  as  a  hedge  would  be  offset  by  a  profit  because 
of  his  ability  to  buy  the  actual  cotton  at  a  corresponding  decline. 
In  both  instances  a  loss  would  be  balanced  or  offset  by  a  gain. 
In  this  particular  case,  it  will  be  seen,  the  speculator  was  not 
called  upon.  Instead,  both  hedging  interests  eliminated  speculative 
risks  (foregoing  also  possible  speculative  gain)  by  the  simple  process 
of  offset.  While  such  offsetting  of  risks  occurs  more  or  less  constantly, 
it  is  undoubtedly  of  less  importance  than  the  direct  shifting  of  risks 
(together  with  the  possible  gain)  to  the  speculative  class  as  just 
described. 

HEDGING    NOT    A    MUTUAL   SHARING   OF   RISKS. 

Thus,  regardless  of  the  method  by  which  the  result  is  accomplished 
it  will  be  seen  that  hedging  is  designed  to  eliminate  from  the  trans- 
actions of  nonspeculative  interests  certain  speculative  risks,  namely. 
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Ae  risks  of  a  change  in  the  general  level  of  values  as  reflected  by 
middling  cotton.  This,  as  just  stated,  has  been  the  accepted  theory 
of  hedging  for  years.  Recently,  however,  a  new  definition  of  hedging 
and  one  of  an  exceedingly  fallacious  character,  has  been  advanced  by 
some  advocates  of  fixed  differences.  This  new  theory  of  hedging 
assumes  that  the  hedge,  instead  of  being  intended  to  relieve  the  non^ 
speculative  class  of  speculative  risks,  is  virtually  a  means  for  effecting 
a  distribution  of  risks  among  all  parties  to  the  future  market,  specula- 
tive and  nonspeculative,  substantially  similar  to  that  which  occurs 
in  the  case  of  a  mutual  fire-insurance  company. 

There  is  a  fundamental  error  in  this  new  theory  of  hedging.  It 
is  true  that  hedging  is  commonly  referred  to  in  the  trade  as  a  sort  of 
insurance.  It  is  by  no  means,  however,  a  mutual  insurance,  and  the 
word  '* insurance"  is  not  applicable  in  its  technical  sense.  Ordinary 
insurance  is  based  upon  the  prospect  of  loss  or  destruction  of  wealth. 
Insurance  is  indemnity  for  such  loss.  In  the  case  of  fluctuations 
in  the  value  of  a  product  like  cotton,  on  the  other  hand,  there  is  no 
destruction  of  wealth  as  a  result  of  a  decline  in  values;  instead,  a 
shrinkage  in  value  which  results  in  a  loss  to  the  seller  means  a 
corresponding  benefit  to  the  buyer.  Again,  the  principle  of  fire 
insurance  is  the  contribution  of  a  small  sum  by  each  of  a  large 
ntunber  of  policy  holders,  so  that  in  the  event  of  destruction  of  the 
property  of  any  individual  holder  the  loss  shall  be  made  good  out 
of  the  common  fund  thus  provided;  that  is,  the  theory  of  insurance 
is  a  sharing  of  losses  so  that  the  actual  amount  of  the  loss  borne  by 
any  single  individual  is  minimized.  The  principle  of  hedging,  on  the 
other  hand,  is  the  balancing  of  a  gain  against  a  loss.  In  hedging  there 
is  no  insurance  fund  made  up  from  the  contributions  of  the  various 
hedging  interests,  and  there  is  no  such  sharing  of  loss  as  in  insurance; 
instead  there  is  a  complete  escape  from  certain  risks  by  the  nonspec- 
ulative class.  Thus  in  the  case  of  the  shifting  of  risks  to  the  specu- 
lator, above  described,  clearly  there  was  no  division  of  risk;  instead, 
there  was  a  complete  relief  of  the  nonspeculator  (so  far  as  middling 
is  concerned)  by  the  transfer  of  the  risk  to  the  speculator,  who  accepts 
it  in  the  hope  of  gain.  In  the  same  way,  in  the  elimination  of  risk  by 
offset,  above  not^d,  both  parties  entirely  escaped  risk.  There  was  no 
division  or  sharing  of  risks  between  them;  instead,  one  risk  offset 
and  thereby  eliminated  the  other. 

In  brief,  insurance  losses  are  individual  losses  originally  suffered 
by  only  a  few  individuals  in  the  group  of  insured  and  minimized  by 
distributing  them  among  the  entire  group.  A  speculative  loss,  on 
the  other  hand,  is  common  to  all  interests  on  one  side  of  the  market, 
so  that  there  is  no  opportunity  for  reducing  these  losses  by  the  simple 
process  of  division  as  in  the  case  of  insurance. 
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Indeed,  instead  of  minimizing  or  distributing  risks,  this  new  theory 
of  hedging  used  in  defense  of  fixed  differences  really  contemplates 
an  unnecessary  and  unwarranted  increase  in  risk.  What  actually 
happens  is  that  under  fixed  differences  the  opportunity  to  deUver 
a  moderate  quantity  of  a  certain  grade  or  certain  grades  at  an 
arbitrary  and  artificial  overvaluation  depresses  the  entire  future 
market  and  greatly  increases  the  aggregate  risk.  For  instance, 
assume  that  out  of  a  crop  of  13,000,000  bales  there  were  250,000 
bales  of  low  middUng  cotton  which  could  be  deUvered  on  a  contract  at 
an  overvaluation  of  one-half  cent.  The  maximum  benefit  to  the 
producer  obtainable  by  delivering  this  cotton  on  contract  at  the 
false  difference,  as  compared  with  selling  it  in  the  spot  market  at  the 
true  difference,  would  be  one-lialf  cent  per  poimd  for  this  250,000 
bales.  But  by  permitting  a  comparatively  small  quantity  of  over- 
valued cotton  to  be  tendered  on  contract  at  a  false  difference,  the 
entire  mass  of  outstanding  contracts,  which  may  represent  many 
millions  of  bales,  can  be  depressed  to  the  extent  of  this  overvaluation. 
Instead  of  a  division  of  risk  by  distribution,  there  really  is  a  multi- 
pUcation  of  risk. 

In  an  attempt  to  bolster  up  this  fallacious  theory  of  hedging,  some 
of  its  advocates  have  tried  to  make  it  appear  that  this  Bureau,  in 
indorsing  the  generally  accepted  theory,  is  demanding  that  a  fixed 
margin  between  the  spot  and  the  contract  price  shall  be  rigidly  main- 
tained at  all  times,  and  furthermore  that  the  broker  who  trades  in 
cotton  futures  for  a  commission  of,  say,  $15  for  the  *' round  *'  trans- 
action (i.  e.,  a  purchase  and  a  sale  of  50,000  poimds,  the  contract  imit), 
is  virtually  called  upon  to  guarantee  specifically  such  maintenance  of 
a  parity.  Any  such  interpretation  of  the  Bureau^s  report  is  not  only 
unwarranted  but  ridiculous.  It  was  stated  repeatedly  in  Part  I  that 
the  maintenance  of  an  absolute  parity  can  not  be  secured  under  any 
system,  but  it  was  shown  that  the  commercial-difference  system, 
faithfully  applied,  will  reduce  disturbances  of  this  margin  as  nearly 
to  a  minimum  as  can  reasonably  be  hoped  for,  and  to  such  extent 
reduce  resultant  evils.  Moreover,  the  maintenance  of  a  parity 
between  the  spot  and  the  contract  price  has  nothing  to  do  with  the 
commission  charged  by  individual  brokers,  which  is  merely  their 
compensation  for  a  semiclerical  service.  It  would  be  about  as  sen- 
sible to  argue  that  the  Secretary  of  the  Treasury  is  required  by  the 
United  States  Government,  out  of  his  salary  of  $12,000  a  year,  to 
maintain  a  parity  between  gold  and  the  various  issues  of  currency,  or 
to  assume  responsibiUty  for  the  payment  of  the  pubhc  debt.  The 
mere  fact  that  such  misleading  arguments  are  advanced  is  in  itself 
strong  evidence  of  the  inherent  weakness  of  the  position  taken  by 
advocates  of  this  new  theory  of  hedging. 
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FALLACIBS  IK  DEFENSES  OF  FIXED  DIFFERENCES. 

The  elimination  of  speculative  risks  from  the  operations  of  the  non- 
speculative  class  under  a  basis  contract  is  complete,  even  in  theory, 
only  with  respect  to  general  changes  in  value  as  registered  in  the 
price  of  middling  cotton,  the  basis  grade.  The  secondary  risks 
involved  in  the  relative  price  changes  for  the  other  grades  present  a 
different  problem.  Under  the  commercial-difference  system,  prop- 
erly conducted,  the  buyer  of  a  contract  does  not  suffer  if  he  is  ten- 
dered grades  other  than  middling,  since  he  is  forced  to  receive  these 
only  at  relative  values  to  middling  at  which  he  can  resell  them  in 
the  spot  market.  The  seller  likewise  does  not  suffer  when  he  delivers 
cotton  purchased  at  the  time  from  a  stock  in  the  delivery  market 
so  that  there  is  no  time  for  a  change  in  differences  to  occur. 

As  a  matter  of  fact,  a  considerable  interval  usually  elapses  between 
the  time  when  the  seller  gets  his  cotton  together  and  the  maturity  of 
the  contract.  During  this  interval  the  commercial  differences  may 
so  change  as  to  result  in  loss  to  the  seller.  Advocates  of  fixed  differ- 
ences contend  that  the  seller  simply  will  not  take  tliis  risk  of  changes 
in  grade  differences.  They  take  the  position  that  the  contract  must 
be  a  '' calculable  *'  one — that  is  to  say,  they  contend  that  the  shipper 
of  cotton  must  know  at  the  time  he  makes  his  shipment  the  exact 
price  at  which  each  grade  will  be  deliverable.  This  '^calculable" 
contract  is  an  attempt  to  do  away  with  this  risk  of  the  seller  by  trans- 
ferring it  to  the  buyer.  Any  such  transfer  is  wholly  unjustifiable. 
The  calculability  is  for  the  seller  only,  since  he  has  the  entire  option 
of  selecting  grades  for  the  delivery,  and  such  a  contract,  while  giving 
greater  calculability  to  the  seller  and  adding  to  his  already  great 
advantage,  becomes  exceedingly  incalculable  for  the  buyer.  It  is 
not  only  inequitable  to  the  buyer,  but  results  in  the  further  evil  of 
disorganization  of  the  cotton  market.  The  "calculable''  contract 
proposition  used  in  this  connection  is  the  most  plausible  and  yet  at 
the  same  time  the  most  misleading  argument  advanced  in  support  of 
the  fixed-difference  system. 

There  can  be  no  doubt  that  if  this  risk  could  be  averted  for  all  non- 
speculative  interests,  by  throwing  it  exclusively  upon  the  speculative 
class,  this  would  be  exceedingly  desirable.  Such  complete  avoidance 
of  speculative  risks  for  all  the  different  grades,  however,  is  impracti- 
cable under  the  fixed-difference  system  employed  at  New  York,  for 
the  simple  reason  that  the  attempt  to  avoid  these  risks  by  arbitrarily 
establishing  contract  differences  results  in  disturbance  of  the  margin 
between  the  contract  price  and  the  spot  price.  This  means,  as  just 
stated,  that  it  disorganizes  the  hedging  function  and  destroys  the 
protection  of  those  nonspeculative  interests  who  desire  to  use  the 
iuture  market  chiefly  for  the  purpose  of  buying  hedges;  at  times  it 
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also  may  work  to  the  injury  of  sellers.  It  also,  of  course,  results  in 
a  false  quotation.  In  other  words,  it  defeats  the  prime  purposes  for 
which  an  exchange  is  organized. 

Advocates  of  fixed  differences  are  really  contending  that  the  buyer 
should  assume  the  risk  not  only  of  changes  in  middling  itself,  but  of 
changes  in  the  differences  for  the  other  grades  as  well.  To  support 
this  contention  they  put  forward  the  doctrine  of  caveat  emptor  (let 
the  buyer  beware).  This  argument  overlooks  the  vital  distinction 
between  a  basis  and  a  specific  contract.  Under  a  specific  contract 
the  rule  of  caveat  emptor  properly  applies  because  the  buyer  secures 
title  to  some  specific  thing  which  he  can  inspect  before  buying  and 
which  he  can  resell  and  thus  protect  himself  against  threatened  loss. 
Under  a  basis  cotton  contract,  however,  the  buyer  does  not  get  a 
specific  thing,  but  is  forced  to  take  any  one  of  a  large  number  of 
grades  which  the  seller  may  see  fit  to  tender  him.  Until  the  actual 
moment  of  delivery  he  has  no  positive  knowledge  of  the  character 
of  these  grades.  Moreover,  if  a  revision  occurs  between  the  time  he 
makes  the  contract  and  its  maturity  he  can  have  no  knowledge  as  to 
the  differences  which  ultimately  will  apply.  Therefore,  the  buyer  of 
a  basis  contract  has  no  such  opportimity  to  inspect  and  **  beware" 
as  the  doctrine  of  caveat  emptor  contemplates. 

In  this  connection  it  is  worth  pointing  out  that  it  is  a  well-settled 
principle  of  law  that  the  doctrine  of  caveat  emptor  is  not  applicable 
to  an  executory  contract  like  the  basis  contracts  of  cotton  exchanges. 
Instead,  the  rule  of  caveat  venditor  (let  the  seller  beware)  applies 
to  such  executory  contracts. 

One  of  the  most  common  arguments  in  favor  of  fixed  differences 
is  that  they  relieve  the  producer  of  loss  arising  from  an  oversupply 
of  certain  grades  by  distributing  such  loss  among  operators  in  the 
future  market.  As  a  matter  of  fact,  this  is  impracticable,  because 
overvaluing  differences  almost  invariably  cause  a  relative  depres- 
sion or  discount  of  the  future  price,  so  that  producers  are  able  to 
avoid  risk  only  to  the  limited  extent  to  which  they  may  be  able 
to  sell  contracts  before  such  depression  occurs.  Practically  such  a 
depression  of  the  contract  price  occurs  long  before  any  great  amount 
of  cotton  can  thus  be  sold. 

Not  only  does  the  fixed-difference  system  fail  to  benefit  the  pro- 
ducer, but  instead  it  actually  injures  him.  Against  the  possibility 
of  being  able  to  sell  a  few  surplus  grades  for  a  limited  period  at  a 
false  valuation,  the  producer  eventually  sells  the  great  bulk  of  his 
crop  on  the  basis  of  an  unduly  depressed  future  price.  This  is 
particularly  so  because  of  the  custom  of  buying  cotton  at  limits 
on  or  off,  already  described.  Unquestionably,  the  loss  which  he 
thus  suffers  on  his  crop  as  a  whole  is  in  excess  of  any  possible  benefit 
"vhich  he  can  reap  by  selling  a  few  surplus  grades  at  false  differences. 
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Moreover,  such  limited  benefit,  as  clearly  shown,  could  be  obtained 
by  the  producer  only  by  thoroughly  disorganizing  the  future  market 
and  causing  great  loss  to  many  innocent  parties. 

INEQUITY  OF  PERMANENTLY  FIXED  DIFFERENCES. 

The  Bureau's  investigation  has  apparently  had  the  effect  of  forcing 
some  hitherto  staunch  defenders  of  the  New  York  system  to  admit 
its  inequitable  and  uncommercial  character.  Thus,  one  member  of 
the  New  York  Cotton  Exchange,  who  previously  had  defended  the 
New  York  system,  said: 

The  arbitrary  fixing  of  differences  is  in  my  opinion  indefensi- 
ble. *  *  *  If  we  have  our  revision  committee  meeting  as 
it  does  now,  and  changing  differences  to  its  idea  of  the  relative 
values  to-day  and  for  the  next  few  months  of  the  different  grades 
of  cotton,  there  is  no  escape  from  the  conclusion  that  the  revision 
committee  ought  to  meet  whenever  there  is  a  change  [that  is, 
in  the  commercial  differences],  and  ought  to  make  that  change. 

Instead  of  advocating  a  return  to  commercial  differences,  however, 
this  member,  as  well  as  many  others,  favored  the  adoption  of  abso- 
lutely permanent  differences,  expressed  in  percentages  based  upon 
the  so-called  "spinning  values"  of  the  various  grades.  This  propo- 
sition, which  was  briefly  discussed  in  Part  I,  was  originally  based 
on  the  assumption  that  these  percentage  differences  should  corre- 
spond to  the  relative  percentages  of  waste,  as  found  in  manufacturing 
the  various  grades;  that  is,  if  low  middling  cotton  always  yielded 
90  per  cent  as  much  clean  spinnable  cotton  as  middling,  then  the 
contract  value  of  low  middling  should  always  be  90  per  cent  of  that 
of  middling;  in  other  words,  the  contract  difference  for  low  middling 
should  always  be  10  per  cent  off  the  contract  price  of  middling. 

One  advantage  claimed  for  such  a  system  of  permanent  percentage 
differences  is  that  it  would  forever  do  away  with  the  danger  of  mis- 
takes, or  the  abuse  of  power  by  revision  committees,  since  a  revision 
committee  would,  of  course,  no  longer  be  needed.  While  avoiding 
this  particular  danger,  however,  such  permanent  "spinning  value" 
differences  are  exceedingly  objectionable.  In  the  first  place,  they 
are  impracticable.  Investigation  shows  that  the  amounts  of  waste 
in  the  different  grades  vary  widely  according  to  the  method  of 
handling  cotton  in  the  factory  and  the  kinds  of  goods  produced,  so 
that  it  is  exceedingly  difficult  to  determine  percentages  which  would 
be  representative.  The  amount  of  waste  resulting  from  clean- 
ing and  carding  is  increased^  because  of  the  breakage  of  yams  in 
subsequent  operations,  this  breakage  being  depenjient  upon  the 
grade  of  the  cotton,  the  style  of  machinery,  the  character  of  the 
goods  manufactured,  and  other  factors  which  can  not  be  readily 
taken  account  of    by  any  committee  of  an  exchange.    A  further 
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vitally  important  matter  is  that  the  fiber  obtained  after  removing 
waste  and  after  cleaning  is  not  identical  for  the  various  grades. 
Instead,  the  cleaned  fiber  from  a  bale  of  low  middling  is  not  as  good 
as  the  cleaned  fiber  from  a  bale  of  middling;  consequently,  this 
proposition  to  establish  differences  on  the  basis  of  so-called  spinning 
values  is  not  solved  simply  by  determining  the  amounts  of  waste 
in  the  various  grades. 

To  meet  this  difficulty  advocates  of  such  permanent  differences 
have  been  driven  to  make  the  suggestion  that  the  spinning  value 
should  be  calculated  partly  upon  the  basis  of  the  selling  values  of 
the  manufactured  goods.  The  impracticability,  and  the  impossi- 
biUty  as  well,  of  any  such  proposition  should  at  once  be  apparent. 
Instead  of  using  directly  the  values  of  the  raw  staple  as  established 
in  the  spot  cotton  market,  it  is  proposed  to  determine  these  values 
of  the  raw  product  by  a  cumbersome  study  of  the  values  of  a  great 
variety  of  manufactured  goods,  the  market  price  of  which  is  influenced 
by  a  vast  number  of  considerations  which  may  be  radically  different 
from  those  affecting  the  raw  product  itself.  That  such  a  round- 
about method  should  be  seriously  proposed  is  a  very  good  illus- 
tration of  the  inconsistencies  to  which  opponents  of  commercial 
differences  are  willing  to  go. 

A  fundamental  objection  to  this  proposition  is  that  it  undertakes 
to  substitute  arbitrary  values  for  values  established  by  supply  and 
demand.  The  law  of  supply  and  demand  asserts  itself  with  as  much 
force  with  respect  to  other  grades  as  it  does  with  respect  to  middling 
itself.  Advocates  of  such  differences  really  confuse  mechanical  utility 
with  commercial  value.  It  may  be  true  that  a  bale  of  cotton  of  a 
given  grade  will  always  make  approximately  10  per  cent  more  yam 
than  a  bale  of  another  grade,  but  obviously  there  is  no  such  constant 
relationship  between  the  market  values  of  these  grades. 

Another  serious  objection  is  that  permanent  differences,  Hke  the 
"fixed"  differences  now  employed  by  the  New  York  exchange,  throw 
an  unjust  burden  upon  buyers  of  contracts.  As  conclusively 
shown,  the  seller  has  no  right  to  expect  relief  from  the  risk  of  changes 
in  grade  differences  unless  he  is  willing  to  enter  into  a  specific  con- 
tract with  the  buyer,  at  least  until  some  system  is  devised  which 
will  at  the  same  time  protect  the  nonspeculative  buyer.  This  argu- 
ment really  is  a  "heads  I  win,  tails  you  lose"  proposition;  it  is  a  plea 
that  the  seller  be  given  a  "sure  thing." 

Such  permanent  differences  certainly  would  perpetuate  the  evil  for 
which  the  New  York  Cotton  Exchange  has  been  most  seriously 
criticised,  namely,  abnormal  fluctuations  in  the  discount  of  the 
future  price.  Advocates  of  such  permanent  differences  themselves 
admit  that  since  these  differences,  even  on  a  percentage  basis,  are 
bound  at  times  to  be  at  variance  with  the  true  conunercial  differences, 
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the  contract  price  must  fluctuate  relatively  to  the  middling  price  in 
order  to  correct  this  disparity  between  the  two  sets  of  differences; 
in  other  words,  that  the  contract  price  must,  more  or  less  frequently, 
go  to  an  abnormal  discount.  This  means  that  both  the  primary 
functions  of  the  exchange  will  be  perverted,  namely,  the  forecasting 
of  prices  and  hedging.  A  future  price  which  may  be  distorted  simply 
as  a  residt  of  artificial  differences  obviously  ceases  to  be  a  true  reflec- 
tion of  the  market  value  of  middling  cotton,  while,  as  repeatedly 
shown,  such  fluctuations  in  the  future  price  largely  destroy  the  use- 
fulness of  the  market  for  hedging  purposes.  It  is  difficult  to  see  how 
the  adoption  of  a  system  so  directly  in  conflict  with  the  two  funda- 
mental purposes  of  an  exchange  can  be  justified. 

Some  advocates  of  such  differences  try  to  defend  their  position 
on  the  ground  that  permanent  differences  are  used  by  the  New  York 
Coffee  Exchange,  these  differences  being  expressed  in  absolute 
amounts,  not  in  percentages.  It  seems  highly  significant  in  this 
connection  that  there  have  been  repeated  occasions  in  the  coffee 
market  when  the  margin  between  the  future  price  and  the  spot  price 
has  fluctuated  by  more  than  100  points.  The  adoption  of  perma- 
nent differences  in  the  coffee  market  has  been  accompanied  by  the 
very  thing  which  is  most  complained  of  in  the  cotton  trade. 

The  use  of  arbitrary  differences  in  the  grain  market  is  also  cited 
by  advocates  of  permanent  differences  in  cotton.  In  the  grain  mar- 
ket, however,  these  differences  practically  amount  to  a  penalty  upon 
the  seller.  If  members  of  the  New  York  Cotton  Exchange  were  will- 
ing to  accept  penalty  differences  of  this  sort,  there  would  be  much 
more  to  be  said  in  favor  of  permanently  fixing  them,  although  it  is 
by  no  means  certain  that  this  would  be  just  to  the  seller.  Prac- 
tically, any  such  proposition  would  be  so  vigorously  opposed  that  it 
need  not  be  discussed. 

The  claim  has  also  been  made  that  fixed  differences  are  commonly 
used  in  various  other  branches  of  industry,  particularly  in  the  lumber 
business.  Investigation  fails  to  sustain  any  such  assertions.  Instead, 
the  ordinary  contract  of  trade  in  practically  every  line  of  business, 
as  distinct  from  exchange  contracts,  is  a  specific  contract. 

OBJECTIONS  TTBGED  AGAINST  COHMEBCIAL  DIF7EBENCES. 

Despite  the  various  objections  to  either  '* fixed"  or  permanent 
differences,  advocates  of  these  systems  continue  to  condemn  com- 
mercial differences.  One  argument  is  that  the  commercial-difference 
system  as  employed  at  New  Orleans  or  Liverpool  has  not  worked 
substantially  better  than  the  fixed-difference  system  at  New  York. 
In  so  far  as  New  Orleans  is  concerned,  this  assertion  is  conclusively 
disproved  in  Part  I  of  the  Bureau's  report.    As  to  Liverpool,  it  is 
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true  that  the  margin  there  between  the  spot  and  the  future  price  has, 
in  some  recent  years,  been  abnormally  wide. 

There  are,  however,  several  peculiar  conditions  in  the  Liverpool 
market  which  go  far  to  explain  the  faulty  operation  of  the  commercial- 
difference  system  there.  In  the  first  place,  the  Liverpool  practice  of 
tradmg  in  coupled-month  deliveries,  instead  of  single-month  deliver- 
ies, has  a  tendency  to  cause  fluctuations  in  the  discount.  During  a 
sixty-day  interval  considerable  change  in  the  price  of  middling  cotton 
may  occur.  Consequently,  the  price  of  a  future  contract  having  two 
months  to  run  may  differ  materially  from  the  current  spot  price  of 
middling.  Another  condition  in  Liverpool  which  tends  to  cause 
fluctuations  in  the  discount  is  the  practice  of  allowing  full  value  on 
contract  deliveries  for  cotton  of  extra  staple  length.  The  valuation 
of  extra-staple  cotton  is  extremely  difficult,  and  there  is  frequently 
wide  divergence  of  opinions.  Thus,  extra-staple  cotton  which  is  val- 
ued at  15  cents  on  a  given  day  by  one  set  of  arbitrators  may  be  valued 
at  only  14  cents  by  another  set,  and  this  without  the  slightest  dishon- 
esty. The  buyer  of  contracts  in  Liverpool  is  therefore  forced  to  take 
account  of  the  risk  that  he  may  be  forced  to  receive  such  extra-staple 
cotton  at  a  serious  overvaluation;  consequently  he  lowers  his  bids  for 
future  contracts,  thereby  causing  an  undue  discoimt  of  the  future 
price. 

A  more  important  matter  is  that  the  quotations  for  low  grades  in 
the  Liverpool  market,  while  perhaps  technically  correct,  are  some- 
times based  on  such  trifling  sales  that  they  really  are  not  representa- 
tive of  the  true  commercial  differences,  just  as  the  sale  of  a  ten-share 
lot  of  stock  on  the  New  York  Stock  Exchange  may  be  considerably 
out  of  line  with  the  market  value  for  himdred-share  lots.  Under 
these  circumstances  it  is  obvious  that  the  buyer  of  contracts  who 
expects  that  deliveries  will  be  composed  mainly  of  such  inactive 
grades  will  reduce  his  bids  for  contracts  in  self-protection,  thereby 
again  causing  an  abnormal  discount.  This  appears  to  be  the  chief 
explanation  of  the  wide  margin  which  has  at  times  existed  in  the 
Liverpool  market. 

In  this  connection  it  is  of  interest  to  note  that  a  committee  of  the 
Liverpool  Cotton  Association,  appointed  to  consider  possible  improve- 
ments in  the  Liverpool  contract,  reported  in  August,  1909,  in  part,  as 
follows: 

We  find  that  during  recent  years,  when  the  difference  between 
the  contract  and  spot  value  has  been  greatest,  the  wide  difference 
has  been  due  to  tenders  of  cotton  out  of  demand  at  the  time,  viz, 
long-staple  cotton  and  low  grades.  These  two  qualities  have 
exercised  a  depreciating  effect  on  the  contract,  at  times  sepa- 
rately, and  at  other  times  in  conjunction. 
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The  committee,  it  may  be  noted,  also  found: 

That  the  defect  of  the  present  contract  lies  in  the  fact  that  it 
possesses  no  stable  relative  value  as  compared  with  the  actual 
cotton  which  it  "hedges''  and  represents. 

In  pointing  out  this  faulty  operation  of  the  Liverpool  system  it  is 
exceedingly  important  to  observe  that  while  the  Liverpool  discount 
in  the  seasons  1906-7  and  1907-8  was  abnormally  wide,  fluctuations 
in  that  discount  were  very  much  less  violent  than  those  at  New  York. 
This  means  that  the  Liverpool  contract,  in  spite  of  its  faulty  opera- 
tion, nevertheless  afforded  a  much  safer  hedge  than  the  New  York 
contract.  This  is  a  very  important  matter.  The  absolute  amount 
of  the  discoimt  is  of  very  much  less  consequence  than  irregularity  in 
that  discount. 

It  is  apparent,  therefore,  that  the  commercial-difference  system  as 
employed  in  Liverpool  is  not  precisely  the  commercial-difference 
system  indorsed  by  the  Bureau.  There  can  be  little  question  that 
if  the  system  in  Liverpool  were  stripped  of  some  of  these  disturbing 
features  its  operation  would  be  much  more  satisfactory. 

It  should  be  repeated,  in  view  of  the  emphasis  laid  upon  abnormal 
discounts,  that  these  discounts  are  not  themselves  the  real  evil,  but 
that  the  fundamental  objection  is  the  inequitable  operation  of  the 
system  responsible  for  them  as  between  buyer  and  seller,  particularly 
in  hedging  transactions,  and  the  accompanying  distortion  of  the 
future  price. 

ALLEGED    DANGER    OF    MANIPULATION    UNDER    COMMERCIAL 

DIFFERENCES. 

Another  objection  urged  against  commercial  differences  is  that 
they  are  subject  to  frequent  manipulation.  As  shown  in  Part  I, 
this  objection  is  undoubtedly  exaggerated.  Such  complaints  over- 
look the  obvious  fact  that  there  is  much  greater  danger  of  manipula- 
tion imder  the  New  York  system,  by  which  the  members  of  a  revision 
committee  can,  if  they  choose,  fix  differences  to  suit  their  own  selfish 
ends,  and  can  not  be  called  to  account  because  of  the  almost  unlimited 
discretion  permitted  them  under  the  rules  of  the  New  York  Cotton 
Exchange.  Under  the  New  Orleans  system,  on  the  other  hand,  any 
such  abuse,  unless  confined  to  minor  proportions,  can  speedily  be 
detected,  because  the  members  of  the  exchange  are  in  a  position  to 
know  what  the  real  commercial  differences  are.  Consequently  they 
are  in  a  position  to  bring  the  pressure  of  public  opinion  to  bear  upon 
the  committee,  whereas  in  New  York  such  differences,  no  matter  how 
incorrect,  must  remain  fixed  for  the  prescribed  period  of  two  or  ten 
months. 

Undoubtedly  some  manipulation  of  differences  does  occur  under 
the  commercial-difference  system.     Permanent  differences  would,  of 
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course,  prevent  such  manipulation  by  avoiding  all  revision.  It  is 
altogether  illogical,  however,  to  attempt  to  correct  an  evil  which  can 
be  restricted  to  imimportant  proportions  by  establishing  a  system 
which  is  certain  to  disorganize  the  future  market  and  impair  the 
operation  of  hedging,  one  of  the  principal  functions  of  an  exchange. 

ALLEGED  DIFFICULTIES   IN   DETERMINING   COMMERCIAL  DIFFERENCES. 

Still  another  argument  advanced  against  commercial  diflFerences  for 
New  York  is  that  it  is  impracticable  to  determine  what  these  really  are. 
This  argument  unquestionably  is  overdrawn.  Ordinarily  there  is  no 
serious  difficulty  in  striking  an  average  of  commercial  differences  for  a 
number  of  representative  southern  markets  which  will  do  substantial 
justice  to  both  buyer  and  seller. 

In  the  case  of  inactive  grades  of  cotton,  it  is  true  that  there  is  at  times 
some  difficulty  in  determining  the  real  commercial  value.  This  diffi- 
culty, however,  would  largely  be  avoided  by  securing  quotations  from 
a  considerable  number  of  markets,  in  some  of  which  there  would  be 
sales  of  such  grades  at  all  times.  It  is  a  fair  question,  moreover, 
whether  at  times  when  quotations  for  inactive  grades  become  exceed- 
ingly nominal  an  exchange  would  not  be  justified  in  adding  a  penalty 
to  such  nominal  differences,  since  the  privilege  of  allowing  the  seller  of 
contracts  to  dump  a  large  quantity  of  such  inactive  grades  upon  the 
buyer  at  what  are  really  uncommercial  differences  is  not  only  unjust 
to  the  individual  buyer,  but,  moreover,  to  the  trading  community  as 
a  whole,  in  that  it  tends  to  disorganize  the  future  market  by  distorting 
the  future  price.  Such  a  penalty,  it  may  be  noted,  is  now  being 
advocated  in  the  Liverpool  market. 

Whatever  the  difficulties  may  be,  it  clearly  is  the  duty  of  the  New 
York  Cotton  Exchange  to  make  certain  perfectly  feasible  improve- 
ments which  will  go  far  to  overcome  them. 

In  a  final  effort  to  defend  the  New  York  system,  the  claim  is  made 
that  occasions  have  been  rare  when  the  fixed-difference  system  at 
New  York  has  worked  badly.  This  assertion,  as  clearly  shown  in 
Part  I,  can  not  be  sustained.  Even  if  it  could  be,  however,  it  would 
be  no  defense,  since  it  is  likely  to  work  badly  at  any  time.  It  would 
be  about  as  logical  to  say  that  the  shipping  world  would  have  no 
right  to  complain  if  the  Government  should  move  Nantucket  light- 
ship from  time  to  time  without  giving  any  notice  of  the  place  of  such 
removal,  simply  because  such  arbitrary  shifting  of  the  ship's  position 
was  infrequent. 

NECESSITY  OF  MOBE  FBEQTJENT  BEVISIONS  AT  NEW  YOBK. 

It  should  be  apparent,  therefore,  that  it  is  incumbent  upon  the 
New  York  Cotton  Exchange  to  provide  for  more  frequent  revisions 
of  contract  differences.     In  Part  I  of  this  report  the  Bureau  reached 
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the  conclusion  that  revisions  should  be  held  at  least  once  a  month. 
Many  members  of  the  exchange  who  recognize  the  evils  of  the  present 
system  are  disposed  to  favor  only  three  or  four  revisions  a  year. 
While  every  additional  revision,  if  properly  conducted,  would  be  an 
improvement,  it  is  reasonably  certain  that  revisions  only  three  or  four 
times  a  year  would  not  prevent  injustice  to  the  buyer  of  contracts 
and  consequent  fluctuations  in  the  discount  of  the  future  price. 

Another  change  in  the  New  York  method  imperatively  demanded 
is  the  adoption  of  a  rule  which  shall  specifically  direct  revision  com- 
mittees to  establish  contract  differences  on  the  basis  of  the  true 
commercial  differences.  The  present  method  of  leaving  virtually 
complete  discretion  to  revision  committees  is  one  of  the  most  objec- 
tionable features  of  the  New  York  system. 

Some  minor  suggestions  for  improvement  of  the  rules  of  the  New 
York  exchange  are  discussed  in  the  body  of  the  report. 

NECESSITY  THAT  CONTRACT  REPRESENT  COTTON  AT  ALL  TIMES. 

In  brief,  the  Bureau's  contention  is  that  the  rules  of  the  New  York 
Cotton  Exchange  should  be  so  framed  that  its  contract  will  at  all 
times  faithfully  represent  cotton,  and  particularly  middling  cotton, 
the  basis  grade.  Defenders  of  the  New  York  system,  in  contending 
that  it  does  not  injure  the  producer,  have  argued  that  the  future  mar- 
ket has  no  more  effect  upon  the  price  of  cotton  than  the  thermometer 
has  upon  the  temperature.  The  falljicy  of  this  contention  has  been 
clearly  exposed.  It  is  worth  pointing  out,  however,  that  even  if  the 
general  contention  were  true,  a  thermometer  which  repeatedly  failed 
to  record  the  temperature  faithfully  would  be  worthless.  Indeed,  a 
future  contract  which  persistently  fails  to  reflect  the  changes  in  mid- 
dhng  cotton  is  not  only  worthless,  but  much  worse  than  worthless. 
If  it  were  not  used,  it  would  be  merely  worthless.  But  this  ther- 
mometer is  in  constant  use  through  the  system  of  buying  limits  and 
the  sales  of  thousands  of  producers  are  affected  by  the  error.  A 
fairer  comparison  would  be  with  the  steam  gauge  of  a  boiler,  the  fail- 
ure of  which  to  faithfully  record  the  pressure  clearly  might  result 
in  serious  disaster.  AVhen  the  future  contract  ceases  faithfully  to 
represent  cotton,  an  exchange  becomes  Uttle  better  than  a  bucket 
shop.  In  some  respects  it  becomes  worse  than  a  bucket  shop.  No 
one  claims  that  a  bucket  shop  influences  the  price  of  cotton.  Spin- 
ners and  cotton  merchants  do  not  consult  bucket-shop  quotations. 
They  do,  however,  constantly  consult  the  quotations  of  the  New  York 
Cotton  Exchange,  with  a  view  to  basing  their  forward  commitments 
in  cotton  or  cotton  goods  upon  them.  One  of  the  most  serious  com- 
plaints against  the  New  York  Cotton  Exchange  comes  from  spinners 
and  merchants  doing  business  in  foreign  countries,  on  the  ground  that 
the  misleading  quotations  promulgated  by  the  New  York  Cotton  Ex- 
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change  have  led  to  endless  friction  in  the  conduct  of  the  spot  cotton 
trade,  as  well  as  to  serious  loss.  This  objection  is  well  illustrated  by 
the  following  excerpt  from  resolutions  adopted  by  the  American  Cot- 
ton Manufacturers'  Association  in  Richmond  in  May,  1908: 

It  should  be  clearly  borne  in  mind  that  the  great  mass  of  buy- 
ers of  goods,  particularly  buyers  for  export,  base  their  ideas  of 
the  value  of  goods  upon  contract  quotations  on  the  New  York 
exchange,  and  that  these  buyers  are  wholly  misled,  therefore, 
as  to  the  cost  of  the  raw  material  in  the  manufacture.  *  *  * 
Under  such  circumstances  erroneous  market  quotations  become 
a  curse  to  the  manufacturer  and  to  the  producer,  and  we  feel 
that  the  New  York  exchange  must  rectify  its  contract  so  as  to 
make  the  contract  responsive  to  the  spot  condition. 

Some  members  of  the  New  York  Cotton  Exchange,  it  is  true,  have 
gone  so  far  as  to  insist  that  there  is  no  necessary  relationship  between 
prices  of  cotton  and  prices  of  future  contracts.  They  argue  that 
''cotton  and  contracts  are  divorced,"  and  that  there  is  no  soimd  rea- 
son why  a  parity  should  be  maintained  between  them.  It  is  probable 
that  any  such  extreme  opinions  are  supported  by  only  a  few  members 
of  the  exchange.  Such  a  position  is  an  exceedingly  dangerous  one 
for  members  of  an  exchange  to  assume. 

GENEBAL  INFLUENCES  OF  SPECULATION  UPON  SPOT  PRICES  OF 

COTTON. 

While,  as  already  stated,  it  is  not  intended  in  this  report  to  enter 
into  an  exhaustive  discussion  of  future  trading  or  of  speculation,  a 
few  misconceptions  on  tliis  subject  are  so  widely  entertained,  both 
by  opponents  and  by  advocates  of  the  future  system,  that  it  seems 
desirable  to  discuss  them  b^iefl3^ 

SHORT   SELLING   NOT   NECESSARILY   A  DEPRESSING   INFLUENCE. 

A  particular  misconception  of  the  effect  of  future  trading  very  gen- 
erally entertained,  particularly  among  producers,  is  that  the  system 
itself,  even  when  properly  conducted,  ne(*essarily  tends  to  depress  the 
price  of  cotton,  because  of  the  extensive  short  selling  which  it  makes 
possible.  The  mere  fact  that  the  total  volume  of  future  transactions 
usually  is  largely  in  excess  of  the  crop  is  urged  as  evidence  that  an 
additional  supply  is  thrown  upon  the  market  with  disastrous  results 
to  the  producer. 

This  prejudice  against  short  selling  is  largely  due  to  the  failure  to 
appreciate  certain  fundamental  facts.  The  first  of  these  is  that  every 
short  sale  meaiis  a  purchase  at  the  time;  otl?ier\vise,  of  course,  there 
could  be  no  sale.  In  the  second  place,  every  sliort  sale  eventually 
means  a  subsequent  purchase  by  the  original  seller.  In  the  third 
place,  this  misconception  of  short  selling  overlooks  the  very  important 
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fact  that  speculators  seldom  undertake  deliberately  to  defy  natural 
conditions;  instead;  they  are  as  a  rule  anxious  to  shape  their  cam- 
paigns in  accordance  with  them.  Furthermore,  there  is  usually 
great  divergence  of  opinion  among  influential  speculators,  and  almost 
never  complete  unanimity  of  opinion.  The  prices  registered  by 
speculation,  therefore,  are  usually  the  result  of  exceedingly  keen 
competition. 

That  a  heavy  volume  of  future  trading — ^which  volume  is,  of  course^ 
largely  made  possible  by  short  selling — does  not  necessarily  depress 
prices,  can  easily  be  proved.  A  comparison  of  prices  and  the  volume 
of  future  business  for  the  New  York  cotton  market  from  1877  to  1897, 
inclusive  (amounts  of  future  sales  not  having  been  kept  since  the  latter 
date),  shows  that  in  thirteen  years  in  which  there  was  an  increase  in 
the  volume  of  sales  the  average  price  of  middling  cotton  advanced  in 
six  and  declined  in  seven,  whereas  in  the  eight  years  in  which  the 
future  sales  decreased  there  w^as  only  one  year  in  which  the  price  of 
middling  showed  an  appreciable  advance.  Of  course,  it  is  not  in- 
tended to  say  that  there  is  any  necessary  connection  between  these 
facts.  Instead,  a  study  of  crop  statistics  clearly  shows  that  these 
fluctuations  in  prices  were  largely  explained  by  changes  in  the 
supply.  The  comparison,  however,  effectively  disposes  of  the  asser- 
tion that  an  enormous  volume  of  future  trading  necessarily  means  a 
decline  in  prices. 

Instead  of  constantly  depressing  prices,  short  selUng  often  tends  to 
sustain  prices.  This  is  because  the  short  seller  eventually  must  com- 
plete his  transaction  either  by  the  purchase  of  the  commodity  for 
delivery  on  contract  or  by  the  purchase  of  another  contract  calling 
for  such  deUvery.  Thus  short  selling  really  means  the  creation  of  a 
reserve  buying  power  which  will  make  its  appearance  at  a  later 
period.  With  a  large  short  interest  in  the  market,  such  a  buying 
power  develops  irimiediately  on  a  decline  in  the  price,  and  should  check 
the  violence  of  such  decline,  although  it  may  not  necessarily  limit  the 
ultimate  extent  of  the  decUne 

It  will  be  seen,  therefore,  that  short  selUng,  far  from  being  neces- 
sarily an  evil,  may  at  times  be  productive  of  very  substantial  bene- 
fit; this  is  the  commonly  accepted  belief  of  critical  students  of  the 
future  system. 

Furthermore,  instead  of  constantly  depressing  prices,  the  future 
system,  when  properly  conducted,  unquestionably  tends,  within  cer- 
tain narrow  Umits,  to  increase  the  price  paid  the  producer,  and  this, 
moreover,  without  advancing  the  price  to  the  spinner.  This  beneficial 
result  of  the  system  is  chiefly  due  to  the  fact  that  the  hedging  system, 
if  properly  operated,  reduces  the  risks  of  cotton  merchants.  This 
reduction  of  risks  enables — and  indeed,  in  view  of  the  keen  competi- 
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tion  which  exists  in  the  future  market,  forces — the  cotton  merchant 
to  reduce  his  charges  for  handling  the  crop.  This  means  either  that 
he  can  pay  the  producer  more  for  his  cotton  than  he  otherwise  would 
or  that  he  can  sell  to  the  spinner  for  less,  or  the  benefit  may  be  divided 
between  the  two  interests.  As  already  shown,  however,  this  benefit 
is  dependent  upon  the  proper  conduct  of  the  system. 

CLAIM  THAT   THE    FUTXJRE   SYSTEM   STEADIES   PRICES. 

In  contrast  with  the  general  belief  of  producers  of  cotton  that  the 
future  system  tends  to  depress  the  price  and  a  more  or  less  common 
beUef  on  the  part  of  spinners  that  it  tends  to  raise  the  price,  the 
argument  is  often  advanced  by  advocates  of  that  system  that  it 
has  no  permanent  effect  in  either  direction,  but  that  instead  it  tends 
to  bring  about  a  steadying  of  price  movements.  This  is,  indeed, 
one  of  the  chief  claims  advanced  in  favor  of  organized  speculation. 

It  is  true  that  price  movements  in  cotton  have  been  somewhat 
steadier,  broadly  speaking,  since  the  future  system  was  inaugurated 
than  they  formerly  were. 

Some  defenders  of  future  trading  have  ascribed  this  reduction  in 
fluctuations  entirely  to  the  future  system.  Any  such  argument 
obviously  overlooks  the  important  influence  of  improved  means  of 
communication  and  transportation,  as  well  as  the  improved  organiza- 
tion of  trade  generally,  all  of  which  have  a  tendency  to  reduce  the 
violence  of  price  changes.  However,  organized  speculation,  if  prop- 
erly conducted,  undoubtedly  tends  to  reduce  the  violence  of  price 
fluctuations.  The  very  increase  in  the  breadth  of  the  market  result- 
ing from  such  speculation  has  such  a  tendency.  Where  there  is  a 
very  large  volume  of  selUng  and  buying,  each  advance  or  decline  in 
the  market  is  vigorously  contested  and  price  changes  ordinarily 
become  less  violent.  This  is  perhaps  best  illustrated  by  trading  on 
the  New  York  Stock  Exchange.  It  is  a  common  occurrence  for  an 
inactive  stock — that  is,  one  which  is  dealt  in  in  only  small  amount 
or  at  infrequent  intervals — to  advance  or  dechne  by  several  points 
on  two  consecutive  transactions,  whereas  it  is  rather  unusual  for  an 
active  stock,  Uke  Union  Pacific  or  United  States  Steel,  to  advance  or 
decUne  more  than  a  fraction  of  a  point  between  two  transactions  on 
a  given  day. 

Again,  the  future  system  tends  to  produce  a  reduction  in  the  vio- 
lence of  price  fluctuations  because  of  the  stimulus  which  it  gives  to 
the  collection  and  dissemination  of  reUable  information  bearing 
upon  prices  of  commodities  or  securities.  Obviously,  in  proportion 
as  such  information  is  promptly  collected  and  distributed,  the  prob- 
abiUty  of  extremely  violent  price  movements  is  limited. 

A  significant  comparison  is  afforded  by  monthly  fluctuations.  Thus, 
taking  the  spot  prices  of  middling  in  the  New  Orleans  market,  during 
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the  thirty-three  years  from  1828  to  1860  (figures  for  a  few  months 
being  missing)  there  were  twenty  months  in  which  there  was  a  fluctua- 
tion of  20  per  cent  or  more  from  the  mean  monthly  price,  whereas 
during  the  thirty-three  years  ending  in  1909  there  were  but  five 
months  showing  so  violent  a  fluctuation;  moreover,  of  these  five, 
three  were  in  a  single  season  (1903-4,  the  so-called  '*  Sully  year," 
when  speculation  was  abnormal).  Except  for  this  season  it  might, 
therefore,  almost  be  said  that  since  the  future  system  was  established 
there  have  been  virtually  no  fluctuations  of  as  much  as  20  per  cent 
of  the  mean  price  in  a  given  month.  Similarly,  the  number  of  months 
showing  a  fluctuation  of  10  per  cent  or  more  but  less  than  20  per 
cent  decreased  from  118  in  the  first  thirty-three  year  period  to  66 
in  the  second.  This  comparison,  therefore,  suggests  a  decidedly 
steadier  movement  of  prices  since  the  future  system  was  established 
than  obtained  prior  to  its  establishment. 

On  the  other  hand  a  more  significant  and  surprising  fact  is  that, 
taking  the  latter  period  by  itself,  there  has  been  a  pronounced 
increase  in  fluctuations.  Thus,  during  the  ten  years  ended  1890 
there  were  no  fluctuations  of  as  much  as  20  per  cent;  in  the  next 
ten  years  there  was  one,  and  in  the  nine  years  ended  with  August, 
1909,  there  were  four,  three  of  which,  as  just  stated,  were  in  the 
"Sully  year."  Of  fluctuations  of  as  much  as  10  per  cent  of  the 
mean  monthly  price  (but  less  than  20  per  cent),  there  were  only 
five  for  the  ten  years  ended  in  1890.  In  the  next  ten  years 
there  were  eighteen,  while  in  the  nine  years  ended  August,  1909, 
there  were  twenty-eight.  Of  the  fifty-six  monthly  fluctuations 
of  10  per  cent  or  more  but  less  than  20  per  cent  which  occurred 
during  the  thirty-three  years  from  1877  to  1909,  thirty-one,  or  sub- 
stantially more  than  one-half,  occurred  in  the  ten  years  ended  1909. 
Moreover,  only  six  were  in  the  '* Sully  year"  (1903-4),  so  that  that 
campaign  alone  can  not  be  held  responsible  for  the  general  increase. 

It  is  apparent,  therefore,  that  the  number  of  violent  fluctuations 
in  prices  has  sharply  increased  in  recent  years.  This  can  not  be 
attributed  to  the  fact  that  the  price  of  cotton  itself  has  in  the  main 
been  decidedly  higher,  since  the  comparisons  just  given  are  based  on 
percentages,  and  therefore  allow  for  this  increase  in  the  actual  price. 

It  does  not  necessarily  follow  that  the  future  system  is  wholly 
responsible  for  the  increased  violence  of  fluctuations  in  recent  years. 
It  is  certain  that  the  abnormal  speculation  of  some  recent  years,  as, 
for  instance,  the  ''Sully  campaign  "of  1903-4,  has  been  partly  respon- 
sible for  this  increase  in  fluctuation.  It  is  clearly  incumbent  upon  cot- 
ton exchanges  to  use  every  proper  effort  to  prevent  speculation  of  such 
character  that  it  really  becomes  Uttle  more  than  mere  gambling.  At 
the  same  time  it  should  be  borne  in  mind  that  abnormal  speculation 
also  occurred  years  before  the  future  system  was  estabUshed  and  is  not 
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necessarily  an  inherent  evil  of  that  system.     Practically,  it  becomes 
an  inherent  evil  unless  exchanges  take  proper  steps  to  prevent  it. 

This  increase  in  the  violence  of  fluctuations,  moreover,  appears  to  be 
partly  attributable  to  the  rules  of  cotton  exchanges  themselves,  and 
particularly  to  the  rules  of  the  New  York  Cotton  Exchange.  Cer- 
tainly the  fibced-tdifference  system  of  that  exchange  has  been  directly 
responsible  for  abnormal  fluctuations  in  the  future  price.  While 
these  abnormal  changes  in  that  price  have  not  been  accompanied  by 
equally  violent  changes  in  the  spot  price,  it  has  been  shown  that  they 
tend  to  affect  the  spot  price,  and  it  seems  significant  that  the  increase 
in  the  violence  of  fluctuations  in  the  spot  price  has  been  contempo- 
raneous with  the  employment  of  the  fixed-difference  system  on  the 
New  York  Cotton  Exchange.  This  is  the  more  significant  since  the 
fixed-difference  system,  instead  of  increasing  the  responsibility  of 
speculators,  directly  tends  to  reduce  their  responsibility,  to  the  dis- 
advantage of  the  nonspeculative  class.  Granting  that  the  fixed- 
difference  system  may  have  been  responsible  only  in  small  measure 
for  the  increased  fluctuation  of  spot  prices,  it  clearly  is  the  duty  of 
the  New  York  Cotton  Exchange  to  abandon  that  system  for  one 
which  tends  to  prevent  such  unnecessary  fluctuations. 

EFFECT  OF  PRODXJCEBS'  ORGANIZATIONS  UPON  PBICES  OF 

COTTON. 

The  resolution  in  response  to  which  this  investigation  was  made 
requested  an  inquiry  as  to  whether  fluctuations  in  prices  of  cotton  had 
been  due  to  any  combination  or  conspiracy  in  restraint  of  trade. 

The  discussion  of  the  resolution  indicated  that  this  clause  had  par- 
ticular reference  to  combinations  of  producers. 

The  principal  organizations  of  cotton  producers  in  recent  years 
which  have  attempted  to  exert  an  influence  upon  prices  are  the 
Farmers'  Educational  and  Cooperative  Union  of  America  (referred 
to  hereafter  as  the  Farmers'  Union)  and  the  Southern  Cotton  Asso- 
ciation. The  Farmers'  Union  is  still  in  active  operation.  The 
Southern  Cotton  Association,  on  the  other  hand,  is  practically  defunct. 

An  accurate  record  of  the  membership  of  the  Farmers'  Union  is  not 
available,  but  the  national  president  stated  in  February,  1909,  that 
more  than  3,000,000  members  had  been  initiated.  The  ofiicial  organ 
of  the  union  in  April,  1908,  claimed  a  membership  of  2,400,000.  It  is 
probable  that  the  active  membership  of  the  union  at  the  present 
time  is  in  excess  of  2,000,000,  this  figure  including  membership  in 
some  States  outside  of  the  cotton  belt. 

Efforts  of  these  producers'  organizations  to  influence  prices  of 
cotton  have,  in  the  main,  taken  two  directions — first,  a  reduction 
in  the  acreage  planted ;  second,  the  holding  of  the  crop  for  at  least  a 
certain  stipulated  price. 
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EFFOBTS   OF   P&ODUCERS'   ORGANIZATIONS   TO   SECrRE   REDUCTION    OF 

COTTON  ACREAGE. 

The  most  determined  effort  to  secure  a  reduction  in  acreage  planted 
to  cotton  was  that  undertaken  by  the  Southern  Cotton  Association 
in  1905.  At  a  convention  at  New  Orleans  in  January  of  that  year  a 
reduction  of  25  per  cent  in  the  acreage  planted  was  urged,  not  only 
by  leaders  of  the  association,  but  by  members  of  the  New  York  and 
New  Orleans  cotton  exchanges  and  by  southern  bankers  as  well. 
This  movement  apparently  had  considerable  effect.  The  area 
planted  to  cotton  in  1905  was  a  little  less  than  27,000,000  acres,  as 
compared  with  31,370,371  acres  in  1904,  a  reduction  of  approximately 
14  per  cent.  Further  attempts  to  secure  a  reduction  of  acreage  were 
made  in  succeeding  seasons,  but  these  were  of  less  importance  than 
that  made  in  1905.  For  the  year  1906  the  association  recommended 
a  reduction,  but  in  that  year  the  acreage  planted  showed  an  increase 
of  more  than  5,000,000  acres  over  that  in  1905.  In  1907  the  acre- 
age was  substantially  the  same  as  in  1906.  In  1908,  however,  it 
increased  sharply  to  the  largest  figures  on  record.  In  1909  there 
was  a  slight  decrease,  but  the  association  was  inactive  in  that  year. 

The  Farmers'  Union  also  has  favored  a  reduction  in  cotton  acreage. 
In  1908  officials  of  the  union  went  so  far  as  to  recommend  the  plow- 
ing up  of  a  portion  of  the  growing  crop.  This  recommendation 
evidently  had  httle  effect. 

MINIMUM-PRICE   POLICY   OP  PBODUCERS'    ORGANIZATIONS. 

While  the  real  intent  of  a  reduction  in  cotton  acreage  is,  of  course, 
to  secure  better  prices  for  the  crop  actually  produced,  the  two  pro- 
ducers' organizations  named  have  taken  more  direct  action  toward 
this  end.  The  most  important  plan  devised  for  this  purpose  is  that 
of  the  Farmers'  Union  for  holding  the  crop  for  at  least  a  certain 
minimum  price.  As  a  means  of  furthering  this  plan  the  union  has 
undertaken  the  construction  of  warehouses  in  various  portions  of 
the  cotton  belt. 

Owing  to  the  multitude  of  causes  affecting  prices  of  cotton,  it  is 
exceedingly  difficult  to  determine  the  effect  of  any  specific  cause,  and 
anything  like  a  precise  measurement  of  such  effect  is  impossible. 
Thus,  in  the  case  of  the  Farmers'  Union  there  is  absolutely  no  means 
of  determining  to  what  extent  the  time  of  selling  or  the  price  received 
by  the  producer  was  affected  by  the  action  of  the  union  in  recom- 
mending the  minimum  price.  It  follows  that  it  is  not  only  impossible 
to  tell  whether  individual  producers  gained  or  lost  as  a  result  of  this 
minimum-price  policy,  but  also  whether  the  course  of  prices  was  at 
all  influenced  by  that  policy. 
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For  instance,  in  the  season  1906-7,  the  Farmers'  Union  named  a 
minimum  price  of  11  cents.  In  September  of  that  year  middling 
cotton  in  New  Orleans  was  quoted  at  about  9J  cents.  It  advanced 
in  October  to  above  11  cents,  and  during  most  of  the  period  from 
October  to  May  the  price  fluctuated  between  10^  and  11  cents,  while 
still  later  in  the  season  it  advanced  to  over  13  cents.  This  does  not 
necessarily  mean  that  the  price  policy  of  the  Farmers'  Union  was 
the  dominating  influence  in  this  advance.  In  1906-7  the  demand  for 
cotton  was  exceedingly  active. 

In  the  season  of  1907-8  the  Farmers*  Union  recommended  a  mini- 
mum of  15  cents  per  pound,  whereas,  except  in  September  (when  the 
New  Orleans  price  touched  13.56  cents),  the  price  of  middling  at  New 
Orleans  in  this  season  never  exceeded  12 J  cents,  and  frequently  fell 
below  11  cents,  and  at  times  below  10  cents.  On  the  other  hand,  in 
this  season  there  occurred  the  panic  of  1907,  while  other  causes  oper- 
ated to  counteract  the  efforts  of  the  Farmers'  Union.  While,  there- 
fore, a  comparison  of  the  price  of  middling  cotton  at  New  Orleans 
with  the  minimum  price  recommended  by  the  union  in  that  year 
might  suggest  an  absolute  failure  of  the  minimum-price  policy,  it  is 
not  possible  to  say  that  such  was  the  case,  for  the  reason  that  it 
can  not  be  determined  whether  the  action  of  the  union  did  not  pre- 
vent the  price  from  going  lower  than  it  otherwise  would  have  gone. 
Statistics  suggest  that  the  efforts  of  the  union  affected  the  movement 
of  the  crop  in  that  year. 

WAREHOUSE   POLICY   OF   FARMERS'    UNION. 

In  line  with  its  recommendation  for  holding  cotton  for  minimum 
prices,  the  Farmers'  Union  has  entered  somewhat  extensively  upon 
the  policy  of  constructing  and  operating  warehouses  throughout  the 
cotton  belt.  One  object  of  this  policy  is  to  provide  means  for  stor- 
ing cotton  where  it  may  be  held  for  a  rise  in  price.  There  is  no 
official  provision,  however,  which  compels  a  member  either  to  deposit 
his  cotton  in  such  a  warehouse  or  to  keep  it  there  until  the  mini- 
mum price  is  realized.  Another  object  of  this  warehouse  scheme  is 
to  facilitate  the  borrowing  of  money  on  cotton  as  collateral. 

A  large  number  of  warehouses  have  been  established  by  union 
members  in  different  locaUties.  It  was  estimated  in  the  early  part 
of  1909  that  there  were  at  least  1,500  of  these  local  warehouses. 
Most  of  them,  however,  are  comparatively  small.  An  important 
step  recently  contemplated  by  the  union  is  the  consoUdation  of  these 
various  warehouses  into  consolidated  companies  in  the  respective 
States,  and  furthermore  the  consolidation  of  these  state  consolida- 
tions into  a  single  warehouse  company,  or  the  operation  of  these 
state  consolidations  by  joint  control  under  union  auspices.    The 
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scheme  as  outlined  amounts  to  a  combination  either  along  the  lines 
of  the  trusts  of  early  days  or  of  the  large  corporate  consolidations  of 
the  present  time.  As  such  it  must  be  regarded  as  another  expression 
of  the  operation  of  econon^ic  forces  as  manifested  in  the  consoUdation 
movement  in  other  branches  of  industry.  Should  this  movement 
take  tangible  form,  it  is  conceivable  that  the  consolidated  company 
might  control  enough  of  the  crop  to  make  the  union  a  factor  of 
decided  importance  in  regulating  cotton  prices.  At  the  present  time, 
however,  this  movement  is  in  such  a  preliminary  stage  that  its  ulti- 
mate outcome  can  not  be  estimated. 

Both  producers'  associations  have  been  criticised  by  some  interests 
in  the  cotton  trade,  particularly  the  Farmers'  Union,  which  has  been 
repeatedly  referred  to  as  *'a  farmers'  trust."  Some  criticisms  of 
the  union  are  undoubtedly  deserved.  On  others  no  satisfactory  con- 
clusion can  be  reached  because  of  the  complexities  of  the  situation. 
Many  of  the  policies  of  the  two  associations,  however,  are  reasonable 
and  calculated  to  benefit  the  cotton  trade.  Thus,  the  urging  of  pro- 
ducers to  practice  diversification  of  crops  is  wholly  conmiendable,  and 
any  action  within  the  law  that  looks  to  an  improvement  in  the 
condition  of  producers  is  not  justly  to  be  criticised. 

Many  of  the  severest  criticisms  of  the  Farmers'  Union  have  come 
from  spinners.  It  is  worth  noting,  therefore,  that  just  as  this 
report  goes  to  press  a  very  comprehensive  movement  has  been  under- 
taken by  spinners,  both  in  this  country  and  abroad^  looking  to  a 
material  reduction  in  the  consumption  of  cotton  on  account  of  the 
prevailing  high  prices.  The  exact  significance  of  this  movement  can 
not  be  stated  at  this  time,  but  apparently  the  curtailment  contem- 
plated is  designed  to  be  of  sufficient  importance  to  affect  the  price  of 
cotton. 


PART  IV 
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Part  IV.— EFFECT  OF  FUTURE  CONTRACTS  ON 

PRICES  OF  COTTON. 


CHAPTER  I. 


EFFECT    OF   ABHOBMAL   DISCOUHTS   OF   FUTTJBE   PBICES    OH 

SPOT  PBICES  IH  CE17TBAL  MABKETS. 

Section  1.  Introductory. 

In  the  portions  of  this  report  already  published,  namely,  Part  I, 
dated  May  4,  1908,  and  Parts  II  and  III,  dated  May  29,  1908,  it 
has  been  shown  that  the  methods  of  conducting  future  trading  on 
cotton  exchanges  have  at  times  exerted  a  very  depressing  effect  upon 
the  prices  of  future  contracts,  and  have  otherwise  disorganized  the 
future  market.  These  evils  were  largely  attributable  to  the  character 
of  exchange  contracts,  and  particularly  to  the  following  features  of 
such  contracts: 

1.  The  fixed-difference  system  employed  by  the  New  York  Cotton 
Exchange. 

2.  An  unduly  wide  range  of  grades  deliverable  on  contracts  of  both 
the  New  York  and  New  Orleans  cotton  exchanges.* 

3.  The  delivery  at  times  of  inferior  and  overtraded  cotton  on 
contracts  of  the  New  York  Cotton  Exchange. 

The  harmful  influence  of  these  various  factors  on  prices  of  future 
contracts  was  fully  set  forth  in  the  preceding  parts  of  this  report. 
In  order  to  facilitate  the  further  discussion  of  the  subject  in  the 
current  part,  however,  a  brief  restatement  of  the  principal  points  will 
be  of  service. 

Section  2.  Tendency  of  objectionable  features  of  contracts  to  depress  the 
future  price. 

In  the  first  place,  it  is  imperative  that  there  be  constantly  kept 
in  mind  the  fact  that  a  cotton  contract  is  an  unusual  contract  in 
that  it  permits  the  delivery  of  a  large  number  of  grades  at  the  seller's 
option.     As  stated  on  page  2  of  the  summary  of  Part  I: 

A  vitallv  important  characteristic  of  future  contracts  in 
cotton  is  that  they  are  "basis"  contracts;  that  is,  they  do  not 
call  for  the  delivery  of  a  specific  grade  of  cotton,  hut  allow  the 
seller  the  option  of  delivering  any  grade  or  a  number  of  grades 

a  Since  the  Bureau's  investigation  was  commenced,  both  exchanges  have  substan- 
tially narrowed  the  range  of  deliverable  grades.  This  policy  had  been  determined 
upon  at  New  York  before  the  Bureau's  investigation  was  commenced.  In  this  con- 
nection, see  section  6  of  Chapter  VI. 
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within  certain  wide  limits.  The  buyer  has  no  option  in  this 
respect.  He  must  receive  any  deliverable  ^ade  or  grades  ten- 
dered by  the  seller.^  "Middling"  cotton  is  always  the  basis 
grade  and  can  be  delivered  on  contract  at  exactlv  the  contract 

Srice.  Other  grades  are  delivered  at  prices  relative  to  mid- 
ling — or,  to  use  the  trade  expression,  at  certain  "diflFerences" 
in  price  "  on''  (i.  e.,  over)  or  *'  oflf "  (i.  e.,  under)  middling.  Thus, 
if  an  operator  sells  a  future  contract  on  an  exchange  at  10  cents, 
he  can  deliver  middling  cotton  thereon  at  exactly  the  contract 

Srice;  or,  if  he  prefers^  he  can  deliver  a  higher  grade  of  cotton, 
ke  "good  middling^"  m  which -case  the  buyer  must  pay,  in  addi- 
tion to  the  basis  pnce  of  10  cents,  a  difference  of,  say,  one-half 
cent  "on''  that  price,  making  lOJ  cents.  On  the  other  hand,  if 
the  seller  prefers  to  deliver  a  lower  grade,  like,  say,  "  low  mid- 
dling," the  buver  must  take  it^  but  is  allowed  a  deduction  or 
difference  "off  the  contract  price,  and  pays,  say,  9^  cents.  In 
the  same  way  the  seller  may  deUver  both  high  grades  and  low 
grades  on  a  single  contract. 

There -are  two  ways  of  establishing  these  differences.  The  New 
Orleans  Cotton  Exchange  employs  what  is  known  as  the  "  commercial- 
difference"  system.  A  committee  of  the  exchange  meets  daily,  and 
upon  information  as  to  the  actual  "spot"  transactions  of  the  day 
quotes  the  prices  of  the  various  grades.  These  quotations  virtually 
establish  the  differences  which  apply  on  future  contracts  in  the  New 
Orleans  market.  Any  change  in  the  quotations  which  involves  a 
change  in  the  differences  can  be  made  only  by  the  joint  action  of  the 
spot-quotation  committee  and  the  arbitration  committee.  Such 
joint  meetings,  however,  can  be  held  on  any  day  when  in  the  opinion 
of  any  member  of  the  spot-quotation  committee  the  differences 
should  be  changed.  Thus  the  contract  differences  at  New  Orleans 
are  supposed  at  all  times  to  be  in  accord  with  the  actual  differences 
prevailing  in  the  spot  market. 

The  New  York  Cotton  Exchange,  on  the  other  hand,  has  since  1897 
employed  what  is  called  the  "fixed-difference  "  system.  A  committee 
of  the  exchange,  known  as  the  "revision  committee,' '  meets  twice  a  year, 
in  September  and  in  November,  and  establishes  the  respective  con- 
tract differences  for  the  grades  other  than  middling.  These  differ- 
ences, once  established,  can  not  be  changed  until  the  next  regular 
meeting  of  the  revision  committee,  and  they  apply  to  all  exchange 
contracts  in  futures.  The  committee,  in  establishing  these  differences, 
is  bound  by  no  rules,  and  is  not  obliged  to  consider  the  true  commer- 
cial differences;  moreover,  it  frequently  has  not  done  so. 

That  is  to  say,  the  New  York  system  arbitrarily  fixes  what  the  dif- 
ferences for  the  various  grades  shall  be  for  two  months  or  for  ten 
months,  respectively,  while  the  New  Orleans  system  provides  that  the 
actual  market  differences,  as  established  by  daily  spot  transactions, 
shall  govern  contract  deliveries. 
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Influence  OF  fixed-difference  system. — As  a  result  of  the  seller's 
option  of  selecting  grades  for  delivery,  within  the  tenderable  range, 
the  establishment  of  these  price  differences  between  middling  cotton 
and  the  other  grades  for  settlement  of  future  contracts  obviously 
becomes  an  exceedingly  important  matter.  Under  the  New  York 
system  the  price  of  future  contracts  is  at  times  violently  disturbed  as 
a  result  of  the  contract  differences  thus  arbitrarily  established  by  the 
revision  committee.  At  New  Orleans,  on  the  other  hand,  such  dis- 
turbance of  the  contract  price  is  much  less  frequent,  much  less  violent, 
and  much  briefer. 

This  tendency  of  the  fixed-difference  system  to  depress  the  contract 
price  is  briefly  summarized  in  the  following  excerpt  from  the  letter  of 
submittal  to  Part  I  of  the  Bureau^s  report: 

The  buyer  of  a  future  contract  can  not  specify  the  grades  to  be 
delivered  thereon.  Obviously,  therefore,  he  is  greatly  concerned 
as  to  the  '*  differences"  at  which  he  may  have  to  accept  the  various 
grades.  He  knows  exactlj  the  price  for  one  grade — that  is, 
middling  cotton.  That  price  was  stipulated  in  his  contract,  the 
so-called  basis  price.  But  as  to  the  prices  which  he  must  pay  for 
other  grades  he  is  dependent  upon  the  exchange  differences.  The 
undernring  principle  of  a  basis  contract  undoubtedly  is  that  if 
the  seller  does  not  deliver  middling  cotton  he  shall  substitute 
other  grades  only  at  their  true  value  relative  to  that  of  middling 
in  the  spot  market  at  the  time  of  delivery — that  is,  at  the  actu^ 
commercial  differences.  This  clearly  is  the  only  equitable  basis. 
Under  these  conditions,  as  far  as  price  is  concerned,  a  basis-future 
contract  is  substantially  the  equivalent  of  a  contract  for  middling 
cotton.  Consequently  the  market  price  of  basis-future  contracte 
for  immediate  delivery  should  be  practically  the  same  as  the 
price  of  middling  cotton  in  the  spot  market.  There  is,  however, 
properly  a  small  regular  margin  between  the  two,  because  some 
expense  is  involved  in  sorting  out  and  disposing  of  the  mixed 
assortment  of  grades  likely  to  be  received  on  contract. 

For  all  interests  legitimately  using  the  exchange  it  is  highly 
desirable  that  this  margin  should  be  comparatively  constant  in 
amount — that  is,  that  there  should  be  a  substantial  '* parity" 
maintained  between  the  spot  price  of  middling  cotton  and  the 
price  of  middling  cotton  on  contracts  for  immemate  delivery.  A 
ruture  contract  is  supposed  to  represent  actual  cotton,  and  from 
the  very  nature  of  things  such  a  parity  should  be  preserved.  The 
respective  merits  of  '* fixed"  and  '* commercial  differences  are, 
therefore,  roughly  indicated  by  their  effect  on  this  parity.  In 
general,  it  may  be  said  that  the  commercial-difference  system 
maintains  this  parity  far  better  than  the  fixed-difference  system. 
This  is  because  the  commercial-difference  system  is  based  on 
actual  daily  transactions  in  cotton,  so  that  the  same  influences 
that  affect  the  differences  in  spot  transactions  also  affect  the 
future  contract  differences,  and  thus  maintain  the  parity  between 
the  price  of  future  contracts  and  the  price  of  spot  middling 
cotton.  Under  a  proper  application  of  the  commercial-difference 
system  the  operator  in  future  contracts  can  base  his  calculations 
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on  the  coxirse  of  middling  cotton,  and  is  able  largely  to  disregard 
differences  for  other  grades,  since  he  relies  on  the  exchange  to 
keep  these  constantly  correct. 

Under  the  fixed-difference  system,  on  the  other  hand,  the 
operator,  besides  considering  the  probable  course  of  the  middling 
price,  must  also  consider  the  course  of  the  prices  of  all  other 
grades.  Fixed  differences  are  an  attempt  to  establish  arbitrarilj^, 
and  months  in  advance,  the  relative  values  of  grades.  These 
differences  are  bound  to  become  at  times  erroneous,  because  the 
relations  of  values  inevitably  vary  under  the  natural  laws  of 
supply  and  demand.  Consequently,  if  the  operator  believes 
that  the/ 'fixed"  differences  are  wrong,  or  may  become  wrong  by 
the  time  the  contract  matures,  he  wall,  because  he  is  bound  by 
them,  endeavor  to  offset  this  error  by  modifying  the  basis  price 
which  he  offers  for  the  contract;  and  this,  as  a  matter  of  fact, 
constantly  occurs  during  such  variance.  Further,  inasmuch  as 
the  seller  has  the  option  of  delivering  any  one  or  all.  the  grades, 
he  will,  of  course,  deliver  those  grades  which  are  most  overvalued 
by  the  existing  differences,  so  that  the  basis-future  price  will  be 
affected,  not  by  the  average  error  in  the  differences,  but  by  the 
maximum  error  therein.  The  result  is  that  the  price  of  future 
contracts,  thus  affected  by  the  fixed  differences,  will  at  times 
vary  widely  from  the  actual  price  of  middling  cotton  in  spot 
transactions.  The  extent  of  these  variations  will  depend  chiefly 
upon  the  extent  of  the  errors  in  differences.  In  other  words, 
these  errors  will  disturb  the  normal  parity  above  described. 

It  was  shown  in  Part  I  of  this  report  that  the  employment  of  such 
arbitrary  or  fixed  differences  at  New  York  had  thus  repeatedly  forced 
the  contract  price  to  an  abnormal  margin  or  '' discount"  below  the 
spot  price  of  middUng  cotton,  the  basis  grade,  and  that  this  abnormal 
discoimt  had  caused  enormous  losses  to  purchasers  of  such  contracts. 
Obviously,  such  a  depression  of  the  future  price  inflicts  direct  loss 
upon  speculative  holders  of  contracts.  A  more  important  matter  is 
that  it  inflicts  corresponding  losses  upon  the  nonspeculative  class  of 
cotton  merchants  and  spinners  who  purchase  contracts,  not  for  pur- 
poses of  speculation,  but,  as  shown  later,  for  the  purpose  of  reducing 
the  element  of  speculation  in  their  transactions  in  spot  cotton.  Such 
use  of  the  future  market  by  the  nonspeculative  class  is  known  as 
*' hedging,"  the  nature  of  which  was  fully  set  forth  in  Part  I,  and 
which  is  also  referred  to  in  Chapter  III  of  this  part.  Briefly  stated, 
the  successful  conduct  of  hedging  depends  on  the  balancing  of  a  loss 
in  spot  cotton  by  a  gain  in  the  future  market,  or  vice  versa.  Thus,  if 
a  merchant  holds  spot  cotton  against  which  he  has  sold  future  con- 
tracts as  a  hedge,  and  the  value  of  his  spot  cotton  declines,  he  expects 
that  this  loss  will  be  made  good  by  a  corresponding  profit  on  the 
future  contract  which  he  sold  short  as  a  hedge.  On  the  other  hand, 
if  he  has  agreed  to  deUver  cotton  at  some  future  date  to  a  spinner,  at 
a  time  when  he  had  no  cotton  in  his  possession,  and  finds  he  is  com- 
pelled to  pay  a  higher  price  than  he  had  expected,  he  expects  that  the 
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future  contract  which  he  purchased  as  a  hedge  will  advance  substan- 
tially in  accordance  with  the  advance  in  middUng  cotton  in  the  spot 
market,  so  that  a  gain  in  one  instance  offsets  a  loss  or  an  increased  cost 
in  the  other. 

It  is  evident,  therefore,  that  the  successful  conduct  of  such  a  buyer's 
hedge  is  absolutely  dependent  upon  the  maintenance  of  a  substantially 
imiform  parity  between  the  price  of  spot  middling  cotton  and  the 
price  of  current  future  contracts.  Instead  of  maintaining  such  a 
parity,  the  fixed-difference  system  employed  by  the  New  York  Cotton 
Exchange  has,  as  just  stated,  repeatedly  resulted  in  violent  disturb- 
ances of  that  parity  through  an  undue  depression  of  the  contract  price 
without  a  corresponding  movement  in*  the  spot  price;  or,  in  other 
words,  because  of  an  undue  ''discount,"  so  called,  of  the  future  price. 
This  fact,  which  was  conclusively  demonstrated  in  Part  I,  may  be  at 
once  appreciated  by  reference  to  chart  1 ,  opposite  this  page  (this  chart 
being  reproduced  from  Part  I),  which  shows  the  relative  movements 
of  the  spot  middUng  price  at  New  York  and  the  price  of  future  con- 
tracts for  the  current  or  spot  month  from  1897  to  1908.  The  sohd 
black  hne  in  the  upper  part  of  the  chart  represents  the  New  York  spot 
price,  the  dotted  line  the  New  York  future  price,  and  the  black  Une 
at  the  base  of  the  chart  the  margin  between  these,  or,  in  other  words, 
the  discount  of  the  contract  price.  From  this  chart  it  is  apparent 
that  fluctuations  in  the  discount  during  this  period  became  increas- 
ingly violent.  Thus,  whereas  in  1897-98  the  discount  was  only  a 
little  over  25  points  (one-fourth  of  a  cent) — which  is  about  a  normal 
figure — ^it  steadily  widened  in  succeeding  years,  frequently  approach- 
ing 100  points,  until  in  the  season  of  1906-7  it  became  even  more 
abnormal,  seldom  falling  below  100  points,  and  at  times  amounting  to' 
almost  200  points.  In  the  season  of  1907-8  also  the  discount  was 
exceedingly  abnormal  for  a  large  part  of  the  time. 

It  is  true  that  abnormal  discounts  have  also  occurred  at  times  in 
the  New  Orleans  market,  which  employs  the  commercial-difference 
system — ^under  which  system  it  is  aimed  to  maintain  the  contract 
differences  in  accord  with  the  natural  differences  estabUshed  by  com- 
petition in  the  spot-cotton  market — but  it  was  shown  in  Part  I  that 
these  disturbances  at  New  Orleans  were,  as  a  rule,  of  much  less 
violence  than  those  at  New  York,  and  of  much  shorter  duration. 

It  is  likewise  true  that  abnormal  discounts  of  the  future  price  have 
occurred  in  the  Liverpool  market,  and  that  they  have  been  somewhat 
more  prolonged  there  than  ^at  New  Orleans,  and  this  although 
the  Liverpool  Cotton  Association  also  employs  the  commercial- 
difference  system.  The  occurrence  of  such  discounts  in  the  Liverpool 
market  is  discussed  in  some  detail  in  this  part  of  the  report.*  In  the 
main,  however,  such  abnormal  discounts  of  the  future  price  have  been 

a  See  Chapter  VI. 
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peculiarly  characteristic  of  the  fixed-difference  system  employed  by 
the  New  York  Cotton  Exchange. 

Influence  of  overgrading  and  of  wide  range  of  grades. — 
The  other  objectionable  features  of  exchange  contracts  noted  above, 
to  wit,  the  occasional  overgradmg  of  cotton  and  the  wide  range  of 
grades  deUverable,  have  the  same  tendency  as  the  fixed-difference 
system,  namely,  to  produce  an  unduly  wide  discount,  and  abnormal 
fluctuations  m  the  discount  of  the  future  price.  This  is  due  largely 
to  the  seller's  option  already  emphasized.  So  far  as  overgrading  is 
concerned,  this  evil  has  been  particularly  pronounced  in  the  case  of 
the  New  York  Cotton  Exchange.  Overgrading,  of  course,  means 
overvaluation,  and  since  the  seller  has  the  selection  of  grades  he 
naturally  aims  to  deUver  those  grades  which  are  thus  overvalued. 
Obviously  the  effect  on  the  value  of  the  contract  is  much  the  same 
whether  these  grades  are  overvalued  by  means  of  a  false  classifica- 
tion or  by  means  of  false  differences.  That  such  overclassification 
has  occurred  at  New  York  at  times  in  the  past  was  conclusively 
shown  in  Part  II  of  the  Bureau's  report.  Since  1907,  however,  it 
appears  that  the  classification  there  has  been  much  more  faithfully 
maintained. 

With  respect  to  the  wide  range  of  grades  deUverable  on  contract, 
this  of  itself  would  not,  if  differences  were  at  all  times  established 
with  absolute  correctness,  tend  to  cause  abnormal  discounts  of  the 
contract  price.  The  effect  of  such  a  wide  range,  owing  to  the  increased 
cost  of  assorting  mixed  deliveries,  is  to  produce  a  wider  margin  or 
discount  than  would  result  from  a  narrow  range  of  grades.  If  such 
a  discount  were  substantially  constant  at  all  times,  however,  this 
would  be  a  matter  of  minor  importance,  since  it  is  the  uniformity  of 
the  discount  rather  than  its  absolute  amount  with  which  operators 
in  the  future  market,  and  particularly  cotton  merchants  and  spinners, 
are  concerned.  Practically,  owing  to  the  difficulty  of  securing  at  all 
times  an  Accurate  classification  or  the  accurate  establishment  of 
grade  differences  for  certain  grades,  this  wide  range  of  deUverable 
grades  also  has  a  tendency  from  time  to  time  to  cause  abnormal  dis- 
counts of  the  contract  price. 

It  wiU  be  seen,  therefore,  that  the  three  most  objectionable  fea- 
tures of  future  contracts  specified  on  page  35  all  have  the  same  tend- 
ency, namely,  to  cause  an  abnormal  disturbance  in  the  relationship 
of  the  spot  price  and  the  future  price.  It  should  be  emphasized  in 
this  connection  that  the  real  evils  are  the  establishment  of  a  false 
and  misleading  quotation,  and  the  consequent  injustice  to  operators 
in  the  future  market,  particularly  to  nonspeculative  buyers.  These 
abnormal  discounts,  therefore,  instead  of  being  the  real  evU,  are  the 
symptom  of  the  real  evil, -just  as  a  high  pulse  or  temperature  is  a 
symptom  of  a  disordered  physical  condition.    This  symptom,  how- 
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ever,  affords  a  convenient  method  of  studying  the  real  evil.  Conse- 
quently, in  the  succeeding  chapters  the  course  of  prices  of  spot  cotton 
has  been  studied  chiefly  in  connection  with  the  occurrence  of  such 
abnormal  discounts  of  the  future  price. 

Section  3.  Scope  of  present  portion  of  report. 

From  what  has  been  said  it  is  apparent  that  the  fixed-difference 
system  employed  at  New  York,  as  well  as  some  other  features  of  the 
future  contract,  have  had  a  very  disorganizing  effect  upon  the  future 
market  itself.  Aside  from  a  study  of  the  effect  of  future  trading 
upon  prices  of  future  contracts,  the  resolution  in  response  to  which 
this  investigation  was  conducted  directed  particular  inquiry  as  to  the 
influence  which  the  character  of  contracts  and  deliveries  on  cotton 
exchanges  has  exerted  upon  spot  prices  of  cotton.  Thus,  it  will  be 
recalled  that  the  resolution  provided  for  an  inquiry  into  ''the  causes 
of  the  fluctuations  in  the  price  of  cotton  and  the  difference  in  the 
market  price  of  the  various  classes  of  cotton,  and  said  investigation 
shall  be  conducted  with  the  particular  object  of  ascertaining  whether 
or  not  said  fluctuations  in  the  prices  have  resulted  in  whole  or  in  part 
from  the  character  of  contracts  and  deliveries  thereon  made  on  the 
cotton  exchanges  dealing  in  futures  or  is  the  result  of  any  combina- 
tions or  conspiracy  which  interferes  or  hinders  commerce  among  the 
several  States  and  Territories  or  with  foreign  countries." 

In  this  part  of  the  report,  therefore,  there  is  now  to  be  considered 
the  influence  on  prices  of  actual  cotton  to  the  producer,  merchant, 
and  spinner  of  these  disturbing  features  of  the  contract  system 
pointed  out  in  preceding  parts.  From  the  wording  of  the  resolution 
above  quoted  it  appears  that  what  was  especially  desired  was  a  study 
of  the  effect  upon  the  price  of  spot  cotton  of  these  characteristics  of 
cotton-exchange  contracts,  and  the  effect  of  any  combinations  or 
conspiracies,  rather  than  an  academic  discussion  of  the  effect  of  the 
future  system  or  of  speculation  per  se.  The  investigation  has,  in  the 
main,  been  confined  to  a  discussion  of  the  problem  from  tliis  nar- 
rower standpoint.  A  brief  consideration  of  some  general  influences 
of  the  system  upon  prices  is  presented  later  in  this  part  of  the  report.* 
It  should  be  clearly  understood,  however,  that  this  report  does  not 
contain  an  exhaustive  discussion  of  the  abuses  of  speculation,  such,  for 
instance,  as  manipulation,  bucket-shop  practices,  and  other  evils  which, 
though  undoubtedly  serious,  do  not  come  properly  within  its  scope. 

Section  4.  Close  interrelation  of  spot  and  f  ntnre  prices  of  cotton. 

There  should  be  a  close  interrelationship  between  prices  of  actual 
cotton  and  prices  of  cotton  contracts  for  future  delivery.     Since  a 

future  contract  really  amounts  to  an  agreement  to  deliver  actual 

^        ^ — ^— ^■^^^^^^^.__^_^.^.^__^^^^_^____^_^^^___^.^__— — ^-^^-^_^_^_^^__^_^^^_^___— ^—  —  -. 

oSee  Chapters  VIII  and  IX. 
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cotton  at  some  future  date,  with  middling  cotton  as  the  basis,  it  is 
apparent  that  the  prices  of  such  future  contracts  should  be  affected 
by  the  same  general  causes  which  influence  prices  of  middling  cotton 
itself.  In  other  words,  as  already  pointed  out,  the  course  of  current 
future  prices  (that  is,  prices  for  the  current  or  ''spot"  month)  and 
of  prices  of  actual  spot  middling  cotton  should  at  all  times  be  in  sub- 
stantial, though  not  necessarily  complete,  harmony .°  Of  course,  the 
price  of  a  future  contract  maturing  at  a  distant  date  may  properly 
differ  by  a  considerable  amount  from  the  immediate  price  of  spot 
middUng  cotton,  but  the  price  of  a  future  contract  maturing  in  the 
immediate  future  should,  as  a  rule,  move  in  very  close  accord  with 
the  price  of  middling  cotton  on  the  spot,  while,  moreover,  the  price 
of  a  contract  maturing  at  a  distant  date  should  be  substantially  the 
price  at  which  sellers  generally  would  contract  to  deUver  middling 
cotton  at  such  future  time.  That  is  to  say,  the  future  contract 
should  at  all  times  substantially  represent  middling  cotton.** 

This  idea  was  impUed  in  resolutions  adopted  by  the  committee  on 
cotton  exchanges  of  the  American  Cotton  Manufacturers'  Associa- 
tion at  its  annual  meeting  in  Richmond  in  May,  1908,  as  ^all  be 
seen  from  the  following  excerpt : 

Theoretically,  the  cotton  contract  on  the  exchanges  should  rep- 
resent the  value  of  spot  cotton,  and  it  is  an  absurdity  when  there 
is  such  a  variance  in  the  price  of  cotton  as  represented  by  the 
contract  on  the  exchanges  and  the  price  of  the  contracts  them- 
selves. 

This  statement  had  reference  to  an  abnormal  disparity  existing 
at  that  time  between  spot  middling  and  current  future  prices  on  the 
New  York  Cotton  Exchange. 

This  close  interrelationship  which  normally  should  exist  between 
the  two  prices,  however,  obviously  increases  the  difficulty  of  measur- 
ing the  effect  of  the  contract  price  on  the  spot  price.  Thus,  a  move- 
ment in  the  future  price  can  at  times  be  held  responsible  for  a  change 
in  the  spot  price.  On  the  other  hand,  such  a  change  in  the  future 
price  is  often  due  to,  or  at  least  influenced  by,  a  still  earlier  change 
in  the  spot  market.  In  view  of  this  constant  interaction  of  the  two 
prices  upon  one  another,  anything  Uke  a  precise  measurement  of  the 
effect  of  the  future  price  is  impossible.  On  the  other  hand,  it  is 
possible  to  show  that  the  future  price  does  exert  some  effect,  and 
probably  a  considerable  effect.  It  is  also  possible  to  arrive  at  some 
general  conclusions,  particularly  as  to  the  effect  of  errors  in  con- 
tract differences,  as  will  be  seen  from  the  discussion  in  this  part. 


a  As  shown  in  Part  I,  the  prices  of  the  other  grades  present  a  different  problem. 
See  also  Chapters  III  and  IV  of  this  part. 

ft  Of  course,  as  already  shown,  there  may  properly  at  all  times  be  a  small  margin 
between  the  prices  of  the  two. 
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That  is  to  say,  it  can  be  demonstrated  that  operations  in  future 
contracts  on  cotton  exchanges  do  affect  materially  the  prices  of 
cotton  to  the  producer,  the  merchant,  and  the  spinner,  although  a 
precise  measurement  of  this  effect,  as  just  stated,  can  not  be  made. 

Section  6.  Evidence  as  to  the  effect  of  abnormal  discounts  of  tlie  future 
price  upon  prices  of  spot  cotton  in  central  markets. 

As  just  shown,  errors  in  contract  differences  have,  in  the  main, 
a  tendency  to  depress  prices  of  contracts.  This  is  due  largely  to  the 
fact  that  the  seller  has  the  complete  option  of  selecting  grades  for 
the  delivery.  Consequently,  as  pointed  out  above,  if  certain  grades 
are  overvalued  by  reason  of  incorrect  contract  differences,  the  seller 
naturally  will  endeavor  to  dehver  the  buyer  these  overvalued  grades. 
The  buyer  in  turn  endeavors  to  protect  himself  against  such  delivery 
of  overvalued  grades,  either,  in  the  first  instance,  by  lowering  the 
price  which  he  would  otherwise  be  wilUng  to  pay  for  future  con- 
tracts, or,  if  he  has  already  purchased  contracts  and  is  threatened 
with  the  deUvery  of  overvalued  grades,  by  selling  out  his  contracts 
to  another  party.  In  the  latter  case,  since  the  new  buyer  will  like- 
wise endeavor  to  protect  himself,  the  first  holder  almost  invariably 
will  be  forced  to  sell  at  a  relative  decUne.  Either  condition,  there- 
fore, tends  to  send  the  contract  price  to  an  abnormal  discount. 

The  mere  fact  that  the  margin  between  the  spot  and  the  contract 
price  widens,  and  that  there  is  an  abnormal  discount  of  the  contract 
price,  in  itself  shows  that  the  spot  quotation  at  central  markets  is, 
to  a  considerable  extent  at  least,  independent  of  changes  in  the  future 
price.  Indeed,  this  very  fact  that  the  future  price  at  New  York  has 
frequently  declined  relatively  to  the  spot  price  has  been  advanced  by 
many  defenders  of  the  New  York  system  of  fixed  differences  as  con- 
clusive evidence  that  the  spot  price  of  cotton  is  almost  wholly  unin- 
fluenced by  futures.  Others,  however,  argue  that  while  the  spot  price 
frequently  does  not  decUne  in  full  sympathy  with  the  contract  price, 
nevertheless  the  decUne  in  the  latter  exerts  a  depressing  effect  on 
the  spot  quotation,  or  at  least  keeps  it  from  going  as  high  as  it  would 
otherwise  go. 

COBIPARISON     OF     SPOT    QUOTATIONS    IN    CENTRAL    MARKETS    WITH 

DISCOUNT  OF  CONTRACT  PRICE  AT  New  York,  1906-7. — Thus  it  ap- 
pears that  opinions  as  to  the  effect  of  abnormal  depressions  of  the 
future  price  upon 'the  price  of  actual  cotton  are  very  conflicting. 
Their  respective  merits  may  best  be  studied  by  a  comparison  of  spot 
and  future  prices  at  those  times  when  the  latter  have  been  most  seri- 
ously depressed  in  the  manner  indicated.  Such  a  study  for  several 
of  the  lai^er  southern  markets  is  presented  below. 

Before  taking  up  a  discussion  of  prices  in  detail,  it  should  be  pointed 
out  that  spot  prices  in  a  group  of  central  markets  do  not  always  move 
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in  complete  harmony.  Instead,  it  is  entirely  proper  that  these  prices 
should  show  some  minor  divergences  from  one  another.  Thus,  one 
market  might  be  congested  with  an  oversupply  of  cotton,  and  might 
remain  at  a  relatively  low  price  for  a  brief  time,  as  compared  with 
another  central  market;  or  there  might  be  a  lack  of  transportation 
facilities,  which  would  prevent  merchants  from  promptly  shipping 
cotton  from  the  lower  market  to  the  higher.  For  various  other  rea- 
sons apparent  divergences  in  prices  of  spot  cotton  in  the  larger  central 
markets  may  occur  from  purely  natural  causes.  Generally  speaking, 
however,  such  divergences  are  of  minor  importance  and  prices  at  the 
leading  central  markets  should  move  in  substantial  harmony. 

In  order  to  provide  a  basis  for  a  study  of  the  relative  movements 
of  spot  prices  in  central  markets  and  the  New  York  future  price, 
Table  1  has  been  prepared,  giving  the  closing  bid  prices  of  future  con- 
tracts for  the  current  month  at  New  York  on  Friday  of  each  week 
during  the  season  of  1906-7,  the  New  York  spot  price  of  middling  for 
the  same  day,  the  margin  between  these — or,  in  other  words,  the  dis- 
count of  the  contract  price — and  the  spot  prices  of  middling  at  New 
Orleans,  Memphis,  Galveston,  and  Houston  for  the  same  dates. 

Table  1.— COMPARISON  OF  DISCOUNT  OF  NEW  YORK  FUTURE  PRICE  AND  SPOT 
PRICES  OF  MIDDLING  COTTON  AT  NEW  ORLEANS,  MEMPHIS,  GALVESTON,  AND 
HOUSTON.  FRIDAYS.  SEPTEMBER,  1906,  TO  AUGUST,  1907. 


Date. 


New  York  prices. 


Southern  spot  prices. 


Spot 
price. 

CloAine 

current 

future 

bid. 

1906-7.  Centt. 

September? 9.80 

September  14 '  9.80 

September  21 9.76 

September  28 '  9.70 

Octobers !  ILIO 

October  12 1L20 

Octoberl9 U.OO 

October26 10.66 

November  2 !  10.40 

November  0 !  10.10 

November  16 1  11. 00 

November  23 11.10 

November  28a 1L40 

December? 10.95 

December  14 10.46 

December21 10.56 

December  28 10.66 

January  4 10.76 

January  11 10.80 

January  18 10.80 

n  Wednesday's  quotations.    No 
Exchange. 


Cento. 

8.60 

8.80 

8.79 

9.00 

10.92 

10.87 

10.78 

10.15 

9.90 

9.64 

10.46 

10.37 

U.OO 

9.93 

9.19 

9.17 

9.30 

9.48 

9.60 

9.26 


Discount 

of  future 

price. 


Centa. 

L20 

LOO 

.96 

.70 

.18 

.33 

.22 

.50 

.50 

.  56 

.56 

.73 

.40 

LQ2 

1.26 

L38 

L36 

L27 

1.20 

L54 


New 
Orleans. 


Memphis. 


Galves- 
ton. 


Houston. 


closing  future  price 


I  Cents. 

I  9.13 
9.31 
9.31 

I  9.25 
10. 76 

'  U.OO 
11. 13 
10.60 
10.13 
9.76 
10.44 
10.81 

\        11. 19 

[        10. 75 

I  10. 13 
10.25 
10.19 
10.31 
10.63 

]        10.38 

quoted  for 


C€fUS. 

9.38 
9.66 
9.63 
9.56 
1L26 
n.25 
1L25 
1L13 
10.63 
10.00 
10.50 
10.75 
10.94 
10.94 
10.44 
10.38 
10.26 
10.44 
10.56 
ia31 

Friday  or 


Cents. 

9.25 

9.31 

9.44 

9.56 

ILOO 

1L13 

ILOO 

10.69 

10.19 

9.81 

10.50 

10.76 

1L19 

10.63 

10.19 

10.26 

10.38 

10.50 

10.76 

10.  SO 

Thursday 


1L26 

ILOO  ' 

1L13 

10.69 

10.63 

10.19 

10.00 

9.81 

10.50 

10.50 

10.75 

10.76 

10.94 

1L19 

10.94 

10.63 

10.44 

10.19 

Cents. 

9.26 

9.31 

9.38 

9.44 

10.94 

ILOO 

ILOO 

laeo 

10.13 
9.75 
10.44 
10.60 
1L19 
10.63 

iai9 

10.25 
10.38 
10.44 
10.75 
10.50 


Average. 


Cents. 

9.25 

9.37 

9.44 

9.45 

10.99 

ILIO 

ILIO 

10.80 

10.27 

9.83 

10.47 

10.75 

1L13 

10.74 

10.24 

10.28 

10.30 

10.42 

ia67 

10.42 


on  New  York  Cotton 
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immediately  followed  by  a  decline  in  the  contract  price  relative  to  the 
New  York  spot  price  of  middling  cotton.  The  margin  between  the  spot 
middling  price  and  the  price  of  current  futures,  which  had  ranged  early 
in  November  at  about  55  to  60  points,  widened  instantly  after  this 
revision  was  made  and,  except  for  a  temporary  narrowing  in  the  last 
few  days  of  November,  continued  to  increase  until  at  the  beginning 
of  February  it  amounted  to  almost  200  points.  That  is,  the  New 
York  contract  price  declined  relatively  to  the  spot  price  in  that 
market.  This  will  at  once  be  apparent  from  the  table.  Thus, 
against  a  closing  quotation  of  9.90  for  current  futures  on  November  2, 
1906,  the  close  on  February  1,  1907,  was  9.04,  a  decline  of  86  points. 
On  the  other  hand,  the  spot  price  of  middling  at  New  York,  which 
was  10.40  on  November  2,  had  risen  by  February  1  to  11  cents.  In 
other  words,  there  was  a  decline  in  the  future  price  in  the  face  of  an 
advance  in  the  New  York  spot  price. 

Turning  to  the  spot  prices  of  middling  cotton  in  southern  markets 
after  this  New  York  revision,  it  will  be  seen  that  during  the  first  half 
of  December  these  fell  sharply.  Thus,  the  New  Orleans  price  fell  during 
the  period  from  December  7  to  December  14,  inclusive,  from  10.75  to 
10.13,  a  decline  of  62  points.  The  spot  price  at  Memphis  fell  during 
the  same  period  from  10.94  to  10.44,  a  decline  of  50  points;  those  at 
Galveston  and  Houston  from  10.63  to  10.19,  a  decline  of  44  points. 
Thus,  these  declines  ranged  from  44  to  62  points.  The  average  was 
from  10.74  to  10.24,  or  50  points,  which  was  precisely  the  decline  in 
the  New  York  spot  price.  The  net  decline  in  the  New  York  future 
price  itself  was  74  points.  It  is  apparent,  therefore,  that  the  southern 
spot  prices  moved  in  harmony  with  the  New  York  spot  price  rather 
than  with  the  New  York  future  price,  and  that  the  abnormal  or 
additional  fall  of  24  points  in  the  future  price  as  compared  with 
the  New  York  spot  price  was  largely  ignored  in  these  southern 
markets.  In  making  this  statement  it  should  be  repeated  that  it  is 
exceedingly  difficult  to  measure  the  effect  of  the  future  price,  owing 
to  the  close  interrelationship  of  the  spot  and  future  markets.  It  will 
be  seen  from  the  table  that  during  the  interval  under  discussion  there 
was  a  sharp  fall  in  spot  prices  in  all  the  spot  markets  named,  including 
New  York  itself.  It  is  entirely  possible,  and  even  probable,  that  this 
decline  in  spot  prices  was  partly  due  to  the  abnormal  fall  in  the  New 
York  future  price.  This  point  is,  however,  one  virtually  incapable 
of  exact  proof,  owing  to  the  inherent  difficulties  of  the  problem  already 
emphasized.  It  is  important  to  point  out,  however,  that  some  such 
psychological  effect  would  be  entirely  natural. 

From  the  14th  to  the  2Sth  of  December  the  future  price  at  New 
York  showed  comparatively  small  change,  either  absolutely  or  in  its 
relation  to  the  spot  price,  although  the  margin  widened  somewhat. 
During  January,  however,  there  was  a  sharp  decline  in  the  future 
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price,  which  fell  from  9.48  on  January  4  to  9.04  on  February  1.  Dur- 
ing this  period  the  spot  price  at  New  York  did  not  decline,  but  ad- 
vanced from  10.75  to  11  cents.  In  other  words,  the  movements  of 
the  two  prices,  instead  of  being  in  sympathy,  were  diametrically  op- 
posed, and  the  discoimt  of  the  contract  price,  which  was  127  points 
on  January  4,  was  196  points  on  February  1. 

A  study  of  spot  prices  in  southern  markets  during  January  shows 
that  they  displayed  decided  indifference  to  this  severe  fall  in  the  New 
York  future  price.  Thus,  the  spot  price  at  New  Orieans,  which  on 
January  4  was  10.31,  was  10.50  cents  on  February  1,  a  net  advance 
of  19  points.  The  spot  price  at  Galveston  in  the  meantime  advanced 
from  10.50  to  10.69,  and  that  at  Houston  from  10.44  to  10.69.  The 
spot  price  at  Memphis  showed  no  net  change.  Thus  it  will  be  seen 
that  spot  prices  in  most  of  these  southern  markets  advanced,  both  in 
the  face  of  an  absolute  decline  in  the  future  price  at  New  York  and  in 
the  face  of  a  relative  decline  in  that  price  as  compared  with  the  New 
York  spot  price.  The  average  of  the  four  southern  prices  increased 
from  10.42  to  10.58.  The  advance  in  the  New  York  spot  price  was 
25  points. 

The  table  indicates  therefore  that,  whereas  at  times  when  the  mar- 
gin between  the  spot  and  future  prices  at  New  York  was  substantially 
constant,  any  pronounced  change  in  the  New  York  future  (and  spot) 
price  was  reflected  in  southern  spot  prices,  the  abnormal  decline  in  the 
New  York  future  price  relative  to  the  New  York  spot  price  was  dis- 
tinctly ignored  in  southern  spot  markets,  all  of  which  showed  an 
advancing  tendency.  Whether,  although  the  spot  prices  in  these 
markets  actually  advanced,  there  would  have  been  a  still  further 
advance  had  the  discount  of  the  New  York  contract  price  been  nor- 
mal is,  as  already  stated,  a  proposition  incapable  of  demonstration. 

The  relative  movement  of  prices  is  more  clearly  brought  out  in 
chart  2,  opposite  this  page.  In  this  chart  the  heavy  black  Une  repre- 
sents the  New  York  spot  price,  and  the  black  chain  line  the  average 
of  the  spot  prices  in  the  four  southern  markets  mentioned  in  Table  1 ; 
the  dotted  Une  represents  the  New  York  future  price,  and  the  Une 
at  the  base  of  the  chart  represents  the  discount  of  the  New  York 
future  price;  in  other  words,  the  margin  between  the  heavy  black 
Une  and  the  dotted  black  Une  in  the  upper  part  of  the  chart. 

From  this  chart  it  wiU  be  seen  that  up  to  the  latter  part  of  Novem- 
ber aU  prices  were,  generaUy  speaking,  fairly  close  together.  It  is 
true  that  the  New  York  future  price  in  the  early  portion  of  Septem- 
ber was  at  an  imusual  discount,  but  by  the  end  of  that  month  and 
throughout  October  and  most  of  November  the  discount  was  not 
extreme.'  The  revision  of  grade  differences  at  New  York,  it  wiU  be 
remembered,  took  place  on  November  21.  Immediately  thereafter, 
it  wiU  be  seen,  the  future  price  decUned  very  abruptly.     This  initial 
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decline  was  accompanied  by  a  decline,  both  in  the  New  York  spot 
price  and  in  the  average  spot  price  of  the  four  southern  markets,  and, 
as  previously  pointed  out,  it  is  entirely  possible,  and  perhaps  proba- 
ble, that  the  decline  in  these  spot  prices  was  directly  due  to  the 
decline  in  the  future  price. 

For  the  period  from  December  on  it  will  be  seen  that  the  spot 
prices  both  at  New  York  and  in  southern  markets  showed  consider- 
able indifference  to  the  movement  of  the  New  York  future  price. 
Thus,  from  December  14  to  the  end  of  February  the  future  price 
remained,  broadly  speaking,  at  about  the  lowest  level  for  the  period. 
The  New  York  spot  price,  on  the  other  hand,  as  well  as  the  average 
spot  price  at  central  markets,  showed,  in  the  main,  an  advancing 
tendency.  The  result  was  that  the  margin  between  the  New  York 
future  price  and  these  respective  spot  prices  became  very  wide;  that 
is,  an  abnormal  discount  was  produced.  Furthermore,  this  discount 
remained  abnormal  throughout  the  entire  season.  It  is  true  that 
during  May  and  June,  as  already  noted,  the  future  price  recovered 
and  advanced  more  sharply  than  the  spot  prices,  thus  resulting  in 
some  narrowing  of  the  discount;  but  at  the  end  of  the  year  a  fresh 
divergence  in  the  movements  of  these  prices  occurred,  so  that  the 
discount  again  became  distinctly  abnormal. 

In  the  main,  therefore,  this  discussion  shows  a  rather  pronounced 
indifference  on  the  part  of  spot  prices  in  central  markets  to  the  abnor- 
mal discount  of  the  New  York  future  price.  It  is  nevertheless  worth 
repeating  that  the  initial  decline  in  the  New  York  future  price  just 
after  the  revision  meeting  at  New  York  on  November  21  was  accom- 
panied by  a  pronounced  fall  in  the  spot  prices.  Furthermore,  from 
December  to  March  the  spot  prices  in  southern  markets  were  at  an 
unusually  wide  margin  from  the  New  York  spot  price.  This  sug- 
gests that  the  decline  in  the  future  price  had  a  tendency  to  drag 
down  the  spot  prices  in  southern  markets.  Such  conclusion,  how- 
ever, can  not  be  definitely  estabhshed,  for  the  reason  that  the  New 
York  spot  price,  owing  to  the  comparatively  small  sales  of  spot  cot- 
ton in  the  New  York  market,  is  by  no  means  a  perfect  criterion. 

Broadly  speaking,  since  spot  prices  in  these  central  markets, 
where  the  competition  of  intelligent  buyers  and  sellers  is  keen,  do 
thus  show  considerable  indifference  to  abnormal  discounts  of  the 
future  price,  it  must  be  assumed  that  they  represent  the  true  market 
value  of  cotton  as  fixed  by  the  natural  working  of  the  law  of  supply 
and  demand.  In  any  event  such  prices  afford  the  best  available 
indication  of  the  real  market  value  of  cotton.  Therefore  such  spot 
prices  at  New  York  and  the  large  markets  in  the  South  may  properly 
be  used  as  a  standard  in  considering  the  influence  of  abnormal 
movements  of  the  future  price. 


CHAPTER  n. 
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EFFECT  OF  ABHOSMAL  DISCOUNTS  IH  FUTUEE  PSICES  UPOH 

PBICES  PAID  COTTOH  PEODVCEES. 


I.  COKPABISON  OF  DISCOUNTS  AND  BTTYEBS'  « LIMITS. 


>> 


Section  1.  Complaint  that  abnormal  disconnts  of  the  contract  price  depress 
prices  paid  producers  in  the  interior. 

The  preceding  discussion  has  dealt  with  the  spot  prices  in  leading 
central  markets.  A  more  important  question  is  whether  abnorm^ 
discounts  of  the  future  contract  price  materially  aifect  the  price 
actually  paid  the  producer.  The  fact  that  spot  prices  in  leading 
central  markets  are  to  a  considerable  extent  independent  of  changes 
in  the  discount  of  the  future  price  is  suggestive  that  the  same  thing 
should  be  true,  in  the  main,  of  prices  in  the  interior,  since,  with  modem 
methods  of  communication,  it  would  seem  that  any  pronounced 
advance  or  decline  in  central  markets  should  promptly  bring  a 
sympathetic  response  in  the  interior  price.  This  is  by  no  means 
always  true,  however,  for  reasons  explained  later.  It  is  of  the  high- 
est importance,  therefore,  to  study  the  course  of  prices  paid  the 
producer  in  the  interior,  and  compare  this  both  with  the  course 
of  future  prices  and  with  that  of  spot  prices  at  leading  central 
markets. 

Enormous  extent  to  which  future  prices  are  used  as  a  basis 
FOR  spot  transactions  WITH  PRODUCERS. — Before  entering  upon  a 
discussion  of  the  specific  influence  which  abnormal  discounts  in  the 
future  contract  price  may  have  exerted  upon  the  spot  price  paid  the 
producer,  it  is  imperative  that  a  clear  appreciation  be  had  of  the  enor- 
mous extent  to  which  future  prices  established  on  cotton  exchanges 
are  used  as  a  basis  for  purchases  of  actual  cotton  by  cotton  merchants. 
This  matter  was  discussed  at  some  length  in  Part  I,  but  may  be  sum- 
marized briefly  here  because  of  its  importance  to  the  question  under 
consideration. 

Years  ago  the  usual  practice  of  cotton  growers  and  country  mer- 
chants was  to  ship  their  cotton  to  factors  (commission  merchants)  at 
central  markets,  who  sold  the  cotton  in  the  open  market,  receiving 
for  their  services  a  stipulated  charge  or  commission,  and  who  were 
supposed  to  make  no  further  profit  out  of  it.  The  producer  himself 
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had  no  peraonal  dealings  with  the  buyer.®  Under  modern  methods 
of  conducting  the  cotton  business,  only  a  small  portion  of  the 
crop  is  thus  consigned  to  factors.  Instead,  many  producers  sell 
their  cotton  directly  to  country  merchants  or  to  storekeepers  in  the 
cotton  belt  who  may  have  advanced  money  or  supplies  on  the  growing 
crop.  In  many  cases,  however,  they  sell  directly  to  interior  buyers, 
who  may  be  agents  of  cotton  merchants  at  central  markets,  or  who 
may  be  operating  on  their  own  account.  A  great  number  of  such 
buyers  are  now  distributed  throughout  the  cotton  belt  during  the 
active  crop  season.  It  is  no  uncommon  occurrence  for  several  of 
them  to  be  found  bidding  for  small  lots  of  cotton  in  country  towns. 

A  matter  of  great  importance  to  the  current  discussion  is  that 
these  interior  buyers  very  generally  base  their  bids  on  future  quota- 
tions of  some  cotton  exchange.  That  is  to  say,  in  arriving  at  the 
prices  which  they  will  pay  producers  they  constantly  consult  the 
future  market,  and  add  to  or  deduct  from  the  quotation  for  some 
future  month  a  certain  number  of  points,  technically  known  as 
"limits,''  according  to  the  state  of  the  market,  the  grade  of  the  cotton, 
or  other  circumstances.  In  the  case  of  a  merchant  having  buyers  in 
the  interior,  the  limits  which  are  thus  to  be  added  to  or  deducted  from 
the  contract  price  are  determined  at  the  head  oflBce.  They  are  sent  to 
the  field  representatives  to  govern  purchases  from  cotton  producers 
and  country  merchants.  These  interior  buyers,  in  case  they  do  not 
have  ready  access  to  future  quotations,  are  kept  advised  by  the  head 
office  of  any  important  changes  in  them  and  they  use  these  future 
prices  in  connection  with  the  limits  furnished  them  in  making  their 
purchases. 

For  instance,  if  the  price  of  January  future  contracts  in  the  New 
Orleans  market  was,  say,  10  cents,  such  a  merchant,  instead  of 
wiring  his  buyer  in  the  interior  to  pay,  say,  9.50  cents  for  middling 
cotton,  would  wire  him  authority  to  pay  50  points  off  the  January 
quotation.  The  agent,  knowing  that  the  last  future  quotation 
reported  was  10  cents,  would  therefore  be  warranted  in  bidding  9.50 
cents  for  the  cotton.  In  his  actual  transaction  with  the  producer  the 
buyer  probably  would  name  a  flat  price,  but  usually  it  would  be 
arrived  at  in  the  manner  indicated.  Furthermore,  in  buying  from 
country  merchants,  particularly  those  who  handle  large  amounts  of 

«  It  is  worth  noting  in  this  connection  that  factors  themselves  seldom  sold  directly 
to  spinners,  but  usually  to  other  cotton  merchants,  or,  as  they  are  technically  known 
in  the  trade,  to  ** buyers,"  who  in  turn  sold  to  spinners.  One  reason  given  for  this 
existence  of  two  sets  of  middlemen  was  that  producers  were  fearful  lest,  if  the  factor 
dealt  directly  with  the  spinner,  he  would  become  subservient  to  the  latter  and  fail  to 
safeguard  the  interests  of  the  producer.  For  this  reason,  it  is  asserted,  producers  were 
indisposed  to  consign  their  cotton  to  factors  who  were  suspected  of  dealing  directly 
with  spinners. 
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cotton  and  who  have  access  to  the  future  market,  it  is  common  for  the 
buyer  to  express  the  price  directly  in  such  limits  on  or  oflF  some  future 
quotation. 

The  limits  vary,  of  course,  with  the  grade  of  cotton,  the  locality, 
and  numerous  other  conditions.  The  head  office  changes  them  from 
time  to  time.  Sometimes,  particularly  if  the  future  market  is  fluctuat- 
ing violently,  they  are  changed  several  times  in  a  single  day ;  this,  how- 
ever, is  unusual,  and  more  frequently  these  limits  remain  unchanged 
for  days  or  even  weeks  at  a  time.  The  head  office  also  changes  from 
time  to  time  the  future  month  used  as  a  basis,  usually  selecting  a 
month  some  little  distance  ahead.  As  a  rule,  the  merchant  aims  to 
use  as  a  basis  an  active  future  month,  so  that  the  future  price  may  not 
be  easily  disturbed  by  a  comparatively  limited  volume  of  dealings. 
If  for  any  reason  the  month  which  he  has  selected  becomes  subjected 
to  abnormal  conditions,  such  as  a  squeeze  or  a  corner,  the  merchant 
ordinarily  transfers  his  basis  to  another  month. 

Generally  speaking,  it  may  be  said  that  this  use  of  limits  is  the 
prevailing  method  of  buying  cotton  in  the  interior  at  the  present  time, 
at  least  in  so  far  as  the  larger  buyers  are  concerned.  It  is  imperative 
to  bear  in  mind  that  these  limits  are  appUed  directly  to  future  prices. 
It  is  worth  pointing  out  that  this  method  of  buying  was  based  origi- 
nally on  the  assumption  that  the  future  price  would  maintain  a  proper 
parity  with  the  spot  middling  price.  In  other  words,  the  merchant 
who  hedged  would  be  more  or  less  indifferent  to  fluctuations  in  the 
future  quotation,  provided  the  future  market  maintained  such  a 
parity  with  the  spot  price,  since  in  that  event  the  margin  which  he 
allowed  to  cover  his  expenses  and  profit  would  not  be  disturbed, 
even  though  actual  prices  might  fluctuate  widely. 

Even  where  limits  are  not  used  in  the  manner  described,  the  buying 
prices  of  cotton  merchants  are  usually  determined  only  after  consult- 
ing the  future  market.  This  was  the  general  testimony  of  merchants 
interviewed  during  the  investigation. 

Partly  as  a  result  of  this  extensive  use  of  future  quotations  by 
cotton  merchants  in  buying  cotton  from  producers,  producers  them- 
selves naturally  take  intense  interest  in  the  course  of  the  future  mar- 
ket, and  endeavor  to  ascertain  its  condition  before  disposing  of  their 
cotton.  It  was  stated  repeatedly  by  cotton  merchants  during  the 
Bureau's  investigation  that  even  the  small  producer  who  brings  but 
a  few  bales  of  cotton  to  interior  towns  on  farm  wagons  endeavors  to 
find  out  what  the  latest  future  quotation  is  before  disposing  of  his  cot- 
ton. If  there  is  no  brokerage  office  in  the  town,  it  is  said  to  be  a 
common  occurrence  for  producers  to  telephone  some  near-by  town 
for  quotations. 
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A  member  of  the  New  York  Cotton  Exchange,  when  asked  whether 
it  was  not  the  case  that  the  producer  frequently  referred  to  future 
quotations,  replied : 

Perfectly  true — not  only  daily,  but  hourly;  every  fifteen  min- 
uteS)  if  he  can  get  them,  and  now  he  is  complaining  because  he 
can  not  get  them  every  minute. 

The  mere  fact  that  producers  take  such  keen  interest  in  the  future 
market  is  strong  presumptive  evidence  that  fluctuations  in  the  future 
price  must  exert  a  decided  psychological  effect;  otherwise  it  is  incon- 
ceivable that  quotations  would  be  thus  eagerly  sought  for.  In  view 
of  this  fact,  and  the  further  fact,  just  shown,  that  the  buying  prices 
of  merchants  are  directly  based  upon  the  future  price,  it  is  indispu- 
table that  the  future  market  must  have  a  decided  tendency,  at  least, 
to  affect  the  spot  price  paid  the  producer. 

Assertions  that  abnormal  declines  in  future  prices  depress 
producers'  prices. — In  so  far  as  the  minor  and  daily  fluctuations 
in  future  prices  are  concerned,  there  can  be  no  doubt  that,  since  these 
buying  limits  usually  remain  unchanged  over  considerable  periods 
of  time,  the  price  of  spot  cotton  paid  the  producer  is  directly  affected 
by  changes  in  the  basis  future  price.  It  is  ordinarily  expected, 
however,  that  these  minor  fluctuations  in  the  future  price  will  fairly 
well  offset  one  another,  without  being  large  enough  or  sufficiently 
prolonged  to  work  serious  injury  to  either  buyer  or  seller,  provided 
a  fairly  normal  parity  between  the  future  price  and  the  spot  price  is 
maintained.  A  much  more  important  matter  is  the  contention  that 
pronounced  and  abnormal  discounts  of  future  contract  prices  as 
compared  with  spot  prices  in  central  markets  are  felt  to  the  full  extent 
by  the  producer. 

In  this  connection  the  following  excerpt  from  a  statement  by  a 
cotton  merchant  in  New  Orleans  may  be  cited: 

Under  the  present  system  of  trading  in  spot  cotton,  the  fluc- 
tuations in  futures  affect  the  price  of  spot  cotton  materially, 
both  in  the  markets  where  futures  are  traded  in  and  in  the  inte- 
rior markets. 

A  large  percentage  of  the  interior  business  is  done  on  what  we 
call  a  basis.  For  instance,  we  have  interior  offices,  and  we 
instruct  our  men  to  buy,  say,  middUng  cotton,  at  so  many  points 
on  July  contracts  in  the  New  Orleans  market,  and  if  July  "declines 
25  points  of  course  our  men  in  the  interior  pay  that  much  less 
for  cotton.  If  July  advances  25  points,  tney  pay  25  points 
more  for  the  cotton,  but  under  the  present  contract  system  in 
all  of  the  three  future  markets  the  basis  month  generally  sells 
at  a  discount  under  the  price  of  middling,  and  on  this  account 
we  buy  the  cotton  relatively  for  less  than  we  would  if  the  basis 
month  was  selling  at  the  price  of  middling,  which  it  ought  to  do 
if  we  had  the  right  kind  of  contract.^ 

o  For  a  discussion  of  this  and  similar  charges  see  subsequent  sections. 
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Folic  wing  is  an  exceq)t  from  a  statement  of  a  member  of  the  New 
Orleans  Cotton  Exchange: 

They  [future  quotations]  influence  him  [the  grower]  to  a  very 
large  extent,  because  the  business  has  more  and  more  been  get- 
ting into  the  shape  of  selling  cotton  for  delivery  ahead  at  a  cer- 
tain number  of  points  on  the  contracts;  and  of  course  if  you 
make  the  contract  artificially  low  by  this  system  of  fixed  differ- 
ences, then  you  lower  the  resultant  price  wKich  the  producer  gets 
when  you  add  the  points  onto  the  contract.  That  svstem  would 
be  absolutely  disastrous  except  for  the  fact  that  the  J^ew  Orleans 
market  is  here  to  offset  it  and  to  reveal  what  the  absolute  condi- 
tions of  each  day  are  in  regard  to  prices. 

The  important  argument  was  advanced,  in  this  connection,  that 
such  discounts  of  the  future  price  place  an  enormous  inducement 
before  cotton  merchants  using  the  market  for  the  purpose  of  a  buying 
hedge  ^  to  endeavor  to  depress  the  price  of  spot  cotton.  This  argu- 
ment is,  substantially,  that  if  a  merchant  loses  on  his  hedge  transac- 
tion because  of  an  undue  discount  of  the  future  price,  he  is  simply 
forced  to  try  to  make  up  that  loss  in  buying  cotton  from  the  pro- 
ducer. Of  course,  a  merchant  who  buys  a  future  contract  as  a  hedge, 
hoping  that  a  fairly  normal  parity  will  be  maintained  between  the 
spot  and  the  future  price,  but  who  finds  that  as  a  result  of  an  incorrect 
revision  of  grade  differences  or  other  evils  of  the  contract  this  parity 
is  disturbed,  and  that  the  contract  price  goes  to  an  unusual  discount, 
is  confronted  with  a  loss.  If  a  normal  parity  were  maintained,  a 
subsequent  advance  in  the  price  of  actual  cotton  would  not  in- 
jure the  merchant,  because  this  advance  would  be  offset  by  a  cor- 
responding advance  in  the  price  of  the  contract  so  purchased.  But 
if,  owing  to  incorrect  differences,  the  price  of  his  contract  purchased 
as  a  hedge  goes  to  an  abnormal  discount,  he  obviously  will  suffer  loss, 
unless  he  can  shift  the  injury  on  to  the  producer.''  Under  these 
conditions,  it  is  urged,  he  is  forced  to  use  every  possible  means  to 
depress  the  spot  price  which  he  pays  the  producer,  so  that  the  loss 
on  his  hedge  may,  at  least  in  part,  be  offset.  This  argument  is  clearly 
brought  out  in  the  following  excerpt  from  a  statement  by  a  cotton 
merchant  at  New  Orleans: 

What  I  contend  is  that  a  contract  of  that  kind  [that  is,  a  con- 
tract with  fixed  differences]  is  misleading  and  hurts  the  value 
of  spot  cotton.  A  man  who,  in  October  of  last  year  [1906] 
bought,  say,  a  March  contract  as  a  hedge,  and  at  the  same  time 
sold  spinners  for  January  to  Mav  shipment,  based  on  the  price 
of  March  contracts  in  New  York,  found,  after  he  entered  into 
this  transaction,  that,  owing  to  the  unduly  narrow  differences  off 


o  For  a  full  exposition  of  hedging,  see  Part  I,  pages  48-55  and  102-109;  also  Chapter 
III  of  this  part. 

ft  As  repeatedly  explained,  this  discusssion  has  reference  to  middling  cotton.  The 
case  of  the  other  graden  ib  elaborately  discussed  elsewhere  (Chapter  IV). 
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for  low  grades  in  New  York,  the  price  of  his  contract  went  down. 
His  whole  effort,  therefore,  was  to  try  to  get  spot  cotton  down  to 
meet  the  contract  price.  He  had  to  do  it.  tJnder  normal  con- 
ditions there  is  not  a  corresponding  necessity  for  the  cotton  mer- 
chant to  try  to  manipulate  the  spot  market.  Of  course,  he  always 
tries  to  buy  his  cotton  cheap,  out  there  is  not  that  necessity  to 
get  it  down  that  there  was  when  the  contract  price  had  been 
forced  to  this  unusual  discount. 

Counter  argument  that  abnormal  discounts  of  future  prices 
IK>  NOT  INFLUENCE  PRICES  PAID  PRODUCERS. — On  the  Other  hand,  this 
contention  that  the  price  of  spot  cotton  to  the  producer  is  dominated 
by  the  movement  of  future  contract  prices  is  vigorously  contested.  A 
merchant  in  the  New  Orleans  market  said  in  this  connection,  in  sub- 
stance : 

Futures  do  not  depress  the  price  of  spot  cotton.  The  fact  that 
the  margin  between  spots  and  futures  is  wide  does  not  affect 
sj>ots  because  the  limits  given  buyers  are  increased  as  the  margin 
widens.  The  number  of  points  on  or  off  futures  is  always  suflS- 
cient  to  make  the  price  in  the  interior  equivalent  to  the  spot 
price  in  New  Orleans. 

A  cotton  merchant  of  Texas  said  in  substance: 

There  is  a  mistaken  notion  that  the  depression  of  the  value  of 
New  York  contracts  depressed  the  price  of  spot  cotton.  It  did 
no  such  thing.  Spot  cotton  has  commanded  [this  was  in  the 
season  of  1906-7]  abnormally  high  prices  everywhere  in  the 
world  and  the  fact  is  that  this  unfortunate  condition  removed 
the  New  York  market  as  a  factor  in  spot  prices.  In  other  words, 
the  spot  markets  have  taken  their  courses  entirely  independent 
of  New  York  quotations. 

A  member  of  the  New  York  Cotton  Exchange  said: 

The  present  conduct  of  the  spot  business,  usin^  the  future 
market  as  a  hedge,  is  such  that  apparently  the  pnce  of  cotton 
in  the  South  is  absolutely  depencient  upon  the  quotations  for 
futures.  In  other  words,  on  the  face  of  the  matter  the  spot 
merchant  in  the  South  or  the  exporter  is  basing  his  daily  offers 
for  actual  cotton  upon  the  quotations  in  the  future  markets.  As 
a  matter  of  fact,  however,  the  actual  price  of  cotton  in  the  South 
is  really  determined  by  demand  and  supply  and  not  by  quotations 
for  futures.  You  might  just  as  well  say  that  the  temperature  in 
New  York  City  is  determined  by  the  thermometer  as  to  say  that 
the  price  of  spot  cotton  in  the  South  is  determined  by  the  future 
quotations  in  New  York.  *  *  *  The  very  fact  that  during 
.  tne  past  season  [1906-7]  the  higher  grades  of  cotton  sold  without 
reference  to  the  future  markets  is  a  proof  that  the  price  of  cotton 
in  the  South  is  really  fixed  by  supply  and  demand. 

A  very  pertinent  reply  to  this  argument  is  that  a  thermometer 
which  does  not  register  the  temperature  within  10,  15,  or  20  per  cent 
of  the  real  condition  is  worthless.  If  it  were  not  used,  it  would  be 
merely  worthless.     But  this  *' thermometer ''  is  in  constant  use  by 
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the  system  of  limits;  the  sales  of  thousands  of  farmers  are  based 
upon  it.  Indeed,  the  comparison  might  better  be  made  with  the  steam 
gauge  of  an  ordinary  boiler.  If  such  gauge  frequently  misrepresented 
the  steam  pressure,  it  would  not  only  become  worthless,  but  vastly 
worse  than  worthless;  in  fact,  such  a  condition  would  almost  certainly 
lead  to  disaster.  This,  as  shown  in  Part  I,  is  precisely  what  happened 
to  cotton  merchants  who  reUed  on  the  New  York  Cotton  Exchange 
contract  in  the  season  of  1906-7  as  a  protection  against  forward  sales 
of  cotton  to  spinners.  There  will  now  be  considered  the  effect  upon 
producers. 

Section  2.  Comparison  of  buying  "limits'*  of  a  firm  of  cotton  merchants  in 
Oklahoma  with  discount  of  Hew  Tork  contract  price,  1906-7. 

From  what  has  been  said  it  is  apparent  that  the  foremost  problem 
is  to  ascertain  whether  or  not  abjiormal  discounts  of  the  future  price 
cause  the  course  of  prices  paid  to  the  producer  also  to  diverge  sub- 
stantially from  the  coiu«e  of  prices  in  the  large  central  markets, 
which  prices  are  the  best  standard  of  values.  Are  such  discounts  in 
the  future  price  accompanied  by  such  divergences  so  often  and  so 
generally  that  discoimts  of  the  future  price  must  be  recognized  as 
the  cause  of  the  relative  depression  in  the  producer's  price  ? 

One  of  the  most  practical  tests  of  this  is  afforded  by  comparing  prices 
paid  the  producer  with  changes  in  such  discoimt.  In  order  to  get  satis- 
factory data  for  such  a  study,  the  Bureau  obtained  the  bujring  Umits 
of  a  number  of  cotton  merchants  conducting  extensive  operations  in 
various  portions  of  the  cotton  belt,  these  records  running  over  a  series 
of  years.  In  Tables  2  and  3,  on  pages  58  and  61,  respectively,  are 
given  such  limits  for  a  firm  of  merchants  in  Oklahoma  in  the  season 
of  1906-7  for  basis  middling  cotton;  that  is,  the  limits  applied  to 
middling,  the  other  grades  being  taken  at  prices  relative  to  mid- 
dling.** The  tables  show  the  basis  month  used  by  these  merchants, 
the  price  for  that  future  month,  the  middhng  spot  price  at  New 
York,  and  the  discount  from  this  New  York  spot  price  of  the  future 
month  used  as  the  basis.  This  future  price  is  either  the  first  sale 
price  or  the  first  bid  price  of  the  day.  This  opening  price,  as  it  may 
be  called,  is  as  satisfactory  as  any.  In  some  cases  merchants  base 
their  limits  on  the  closing  quotation  of  futures,  but  frequently  limits 

<>  In  such  basis  purchases  the  grades  other  than  middling  are  taken  at  differences 
which,  while  varied  from  time  to  time,  may  not  always  be  exactly  in  accord  with  the 
commercial  differences,  but  may  be  established  with  a  view  either  to  encouraging  or 
discouraging  the  tender  of  certain  grades  by  the  interior  seller.  The  price  named  for 
middling  in  such  basis  offers,  however,  is  the  price  at  which  the  buyer  would  have  to 
take  middling,  and  undoubtedly  represents  about  the  price  he  would  be  willing  to 
pay  for  that  grade.  The  basis  middling  price,  therefore,  may  fairly  be  considered  bb 
representing  substantially  the  price  of  middling  itself.  Furthermore,  since  much 
cotton  is  bought  from  producers  on  basis  terms,  this  basis  price  represents,  in  a  great 
many  cases,  the  price  actually  obtained  by  the  interior  seller  for  middling. 
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are  changed  early  in  the  day,  and  in  order  to  make  the  tables  uniform 
the  opening  price  has  been  used.  Owing  to  the  ceaseless  fluctuation 
in  the  future  market^  the  use  of  any  single  quotation  is  somewhat 
unsatisfactory,  but  in  the  main  the  use  of  the  quotation  at  any  fixed 
hour  of  the  day  would  give  substantially  similar  results.  This  is 
indicated  by  Table  23,  on  page  144,  comparing  the  first  quotation  of 
the  basis  month  used  in  Table  2  daily  from  September  25,  1906,  to 
February  1 1, 1907,  with  the  mean  daily  quotation.  From  this  table  it 
will  be  seen  that  the  daily  mean  future  price  in  a  vast  majority  of  cases 
did  not  vary  from  the  first  quotation  of  the  day  by  as  much  as  10  points; 
furthermore,  that  the  variations  were  about  as  frequently  in  one  direc- 
tion as  in  the  other,  and  of  about  the  same  amoimt.  For  all  practical 
purposes,  therefore,  the  use  of  the  first  quotation  of  the  day  is  warranted. 
Moreover,  since  the  future  price  is  thus  constantly  fluctuating,  there 
is  no  necessity  of  using  average  quotations;  that  is  to  say,  the  use  of 
a  single  quotation  does  not  much  exaggerate,  and,  indeed,  may  not 
fully  show,  the  extreme  fluctuation  in  the  basis  future  price  used  by 
cotton  merchants  in  arriving  at  their  prices  to  producers. 

Before  analyzing  Tables  2  and  3  it  is  worth  noting  that  the  price  of 
middling  cotton  in  the  interior  of  the  cotton  belt  logically  should  be 
quoted  under  the  New  York  spot  price,  owing  to  the  cost  of  transpor- 
tation to  New  York  and  to  incidental  chaises  and  an  allowance  for 
the  profit  of  the  merchant  making  the  shipment.  The  normal  dis- 
count of  current  month  futures  at  New  York — about  25  points — 
is  less  than  the  average  of  such  charges  incurred  in  transporting  cotton 
from  the  South  to  New  York.  Consequently  the  price  which  a 
merchant  would  be  willing  to  pay  for  middling  cotton  in  most  parts 
of  the  cotton  belt  ordinarily  is  less  than  the  current  price  of  New 
York  futures.  Therefore,  under  normal  conditions,  the  limits  for 
middling  or  for  basis  middling  cotton  purchased  in  "the  interior  by 
merchants  using  the  current  New  York  future  price  as  a  basis  would 
be  "off"  limits,  and  where  there  is  no  pronounced  difference  between 
the  price  of  current  futures  and  those  of  more  distant  futures  these 
limits  would  likewise  be  off  the  more  distant  future  quotations.  It 
is  true  that  at  times  there  may  be  a  considerable  difference  between 
the  current  future  month  quotation  and  that  for  a  more  distant  month, 
in  which  case. the  use  of  the  current  future  price  as  a  basis  might  result 
in  limits  off,  whereas  the  use  of  a  distant  future  month  might  result  in 
limits  on,  or  vice  versa.^ 

It  should  also  be  observed  that  these  limits,  even  when  combined 
with  the  future  prices  set  forth,  do  not  necessarily  show  the  exact 
price  paid  the  interior  seller.  One  reason,  of  course,  is  that  only  the 
first  future  quotation  of  the  day  is  used  in  the  table,  whereas  the 
future  price  fluctuates  constantly  throughout  the  day.  Another 
reason  is  that  these  limits,  as  the  word  suggests,  indicate  the  maxi- 

o  See  footnote,  page  59. 
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mum  additions  to,  or  the  minimum  deductions  from,  the  basis  future 
price  which  the  agent  in  the  interior  is  authorized  to  make.  If  he  can 
buy  inside  of  his  limits,  obviously  he  will  do  so.  However,  owing  to 
the  fact  that  competition,  as  a  rule,  is  keen,  and  to  the  further  fact 
that  limits  are  more  or  less  frequently  changed,  it  is  reasonable  to 
assume  that  these  limits,  taken  in  connection  with  the  basis  future 
price,  fairly  represent  the  relative  movement  of  interior  prices  and  it 
is  with  such  relative  movement  of  prices  rather  than  with  actual 
prices  on  specific  dates  that  this  discussion  is  concerned.  That 
these  limits  fairly  show  the  price  movement  is  established  by  the 
testimony  of  cotton  merchants  interviewed  by  the  Bureau.  A  repre- 
sentative of  a  large  cotton  firm  said  on  this  point: 

Our  figjures  [that  is,  the  limits  taken  in  connection  with  the 
future  price]  will  give  substantially  the  prices  of  our  actual  pur- 
chases. Of  course  we  sometimes  are  able  to  buy  a  little  cheaper, 
but  more  frequently  have  to  pay  more;  the  active  competition 
of  both  resident  and  nonresident  buyers  during  the  busiest  part 
of  the  season  always  keeps  values  well  up,  and  the  seller  can 
almost  invariably  compare  the  limits  and  grade  differences  of 
half  a  dozen  firms  before  making  a  sale. 

A  firm  of  New  Orleans  merchants  said  in  substance : 

It  is  our  opinion  that  on  the  average  the  producer  has  received 
substantially  the  prices  indicated  by  our  lunits,  less^  of  course, 
freight,  compress,  and  other  handling  charges.*  We  regret  to 
say  that  we  nave  very  seldom,  if  ever,  been  able  to  buy  cotton 
at  below  our  limits,  but^  on  the  other  hand,  have  frequently  had 
to  cut  our  small  commission  in  order  to  meet  competition  and 
handle  the  cotton  at  all. 

A  cotton  merchant  in  Georgia  said : 

Buyers  keep  within  limits  given  nominally,  but  as  a  matter 
of  fact  a  season's  business  will  show  that  the  cotton  purchased 
by  each  buyer  will  average  above  his  limits.  Competition  is 
often  so  keen  that  buyers  will  often  press  up  the  grade  enough  to 
make  a  loss  of  sometimes  as  much  as  $1  a  bale.  The  weights 
taken  at  the  time  the  cotton  is  purchased  rarely  ever  hold  out, 
and  this  loss  of  weight  also  tends  to  make  the  purchase  price 
exceed  the  limits  given.  It  is  the  policy  of  buyers  to  secure 
cotton  at  as  low  a  price  as  possible,  and  if  they  can  buy  at  a  less 
limit  than  is  given  them  they  do  so.  The  results,  however,  are 
as  above  stated. 

These  statements  were  substantially  borne  out  by  other  merchants. 

Still  again  it  should  be  observed  that  these  limits  do  not  in  all  cases 
indicate  the  price  paid  the  producer,  since  many  purchases  of  such 
buying  merchants  are  made  from  country  storekeepers  or  country 
merchants  who  buy  from  producers.  Owing,  however,  to  the  fact 
that  such  country  merchants  usually  buy  in  competition  with  one 
another  or  with  the  agents  of  cotton  merchants,  it  may  be  assumed 

a  The  limits  of  these  merchants  included  an  allowance  for  these  items. 
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with  safety  that  the  movement  of  prices  represented  by  the  limits 
used  in  purchases  from  country  merchants  is  fairly  representative  of 
the  movement  of  prices  actually  paid  the  producer. 

Tendency  of  limits  to  counterbalance  abnormal  discounts. — 
If  future  prices  were  used  by  the  merchant  without  any  adjustment  the 
producer  would  suffer  to  the  full  ex-tent  of  abnormal  discoimts  in  the 
futm'e  price.  That  this  is  not  so,  and  that  to  a  large  extent  the  ad- 
justment of  the  merchant's  Umits  offsets  changes  in  the  future  price, 
will  at  once  be  apparent  from  Table  2.*  This  table  includes  only 
the  days  on  which  changes  in  limits  were  made  during  the  period 
covered  by  Table  3,  and  it  has  been  prepared  to  bring  out  clearly 
this  adjustment  of  limits  and  for  use  only  in  connection  with  thia 
one  point. 

The  limits  given  for  a  specific  date  remain  unchanged  imtil  the 
next  date  shown  in  the  table.  During  such  interval,  of  course, 
the  future  price  has  usually  fluctuated,  and  at  times  by  considerable 
amount.  In  the  immediate  discussion,  however,  the  relative  move- 
ments of  the  limits  and  of  the  discount  of  the  future  price  are  being 
considered  broadly,  and  for  this  purpose  a  condensed  table,  covering 
only  the  dates  on  which  there  was  a  change  in  limits,  is  satisfactory. 
It  should  be  noted,  however,  that  this  condensed  table  does  not 
fully  show  the  situation,  which  is  shown  in  more  detail  in  Table  3. 
The  table  follows. 


Table  2.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  OKLAHOMA  IN  PUR- 
CHASES OF  BASIS  MIDDLING  COTTON  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN 
THE  NEW  YORK  MARKET  ON  DATES  OF  CHANGE  IN  LIMITS,  SEPTEMBER  25,  1906, 
TO  FEBRUARY  11,  1907. 


Date. 


Basis  month 
used. 


1906-7. 

September  25 December. 

October  18 1 do 

November  12 January.. . 

November  26 , do. . . . 

December  3 do . 

December  14 do. 

December  20 March. 

January  2 


January  7... 
January  14 . . 
January  21 . . 
January  24.: 
February  4. 
February  11, 


.do. 
.do. 
.do. 
.do. 


May. 


.do. 


Future 
price, 
oasis 

month.b 

New 

York 

spot 

pnce.c 

Discount 

of  future 

price. 

Limits. 

Cents. 

Cejitt. 

CnUs. 

Cent. 

9.08 

9.60. 

0.52 

0.60  off. 

10.97 

n.25 

.28 

0.50  off. 

9.47 

10.30 

.83 

Do. 

10.27 

1L40 

L13 

0.40  off. 

10.23 

n.oo 

.          -77. 

0.30  off. 

9.46 

10.45 

LOO 

0.20  off. 

9.42 

10.46 

LOS 

0.30  oft. 

9.56 

10.76 

L19 

0.20  off. 

9.97 

ia85 

.88 

0.10  off. 

9.50 

10.70 

L20 

Even. 

9.45 

laso 

L35 

0.10  on. 

9.45 

n.oo 

L55 

0.90  on. 

9.28 

11.00 

L72 

Do. 

9.55 

11.05 

L50 

04M>oa. 

o  Similar  tables  will  be  found  in  connection  with  the  discussion  of  the  limits  of  other  merchants, 
ft  First  quotation. 

cin  this  and  all  similar  tables  In  this  chapter,  the  New  York  (or  the  New  Orleans)  spot  price  Is  the 
price  of  middling  cotton. 
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In  discussing  Table  2  it  should  be  kept  in  mind  that  the  meet- 
ing of  the  New  York  revision  committee  which  resulted  in  the  estab- 
lishment of  the  erroneous  differences  exhaustively  discussed  in  Part  I 
of  this  report  was  held  on  November  21,  1906.  It  is  significant  that 
immediately  after  this  revision  the  discount  of  the  New  York  future 
price  began  to  increase.  Thus  it  will  be  seen  that  whereas  on  the 
25th  of  September  the  discount  was  52  points,  by  November  25  it 
amounted  to  113  points,  and  that,  generally  speaking,  it  showed  a 
distinct  tendency  to  increase  from  this  time  on  up  to  the  first  of 
February. 

Considering  Table  2  first  from  the  standpoint  of  the  general  move- 
ments of  prices,  it  is  at  once  apparent  that  a  widening  of  the  discount 
of  the  future  price  was  reflected  in  a  pronounced  offsetting  movement 
of  the  limits.  Thus  at  the  end  of  September,  1906,  these  merchants 
were  offering  to  buy  cotton  in  the  interior  at  60  points  off  the  Decem- 
ber future  quotation.  The  discount  of  the  New  York  future  price 
(this  discount,  of  course,  being  measured  from  the  New  York  spot 
price)  at  that  time  was  52  points.  By  Februaiy  11,  1907,  which 
practically  marked  the  close  of  the  buying  season  for  these  mer- 
chants, the  discount  of  the  May  future  price  was  150  points,  and  it 
had  been  as  wide  as  172  points  on  February  4.  In  other  words,  the 
discount  of  the  future  price,  based  on  changing  months,  had  increased 
by  about  100  points.  During  this  interval  the  limits  had  changed 
from  60  points  off  the  December  future  to  30  points  on  the  May 
future,  an  increase  of  90  points.* 

It  must  be  borne  in  mind  that  this  rough  reading  of  the  table  by 
extreme  dates  does  not  accurately  show  the  whole  situation.  It 
does,  however,  clearly  establish  the  fact  that  the  increase  in  the 
discount  was  to  a  considerable  extent  offset  by  a  change  in  the  limits. 

This  comparison  shows,  therefore,  that  the  producer  in  the  cotton 

O'  It  should  be  repeated  that  different  future  months  were  used  as  a  basis  by  these 
merchants,  and  that  the  maigins  between  these  different  future-month  quotations 
and  the  New  York  spot  price  may  properly  show  some  variation.  Thus,  at  times  a 
distant  future,  even  within  a  single  season,  may  properly  sell  above  the  current  spot 
price  of  middling,  and  at  other  times  may  properly  sell  below  that  price,  whereas 
the  current  future  month  ordinarily  should  at  all  times  sell  only  slightly  below  the 
current  spot  price.  A  wide  discount  in  the  case  of  a  very  distant  future,  in  other 
words,  might  not  be  abnormal.  On  the  other  hand,  the  future  month  used  by  mer- 
chants in  their  purchases  is  as  a  rule  only  a  few  months  ahead  of  the  current  month. 
Ordinarily  there  is  not  any  very  great  difference  between  the  quotations  for  that 
month  and  the  quotations  for  the  current  month,  and,  what  is  more  important,  the 
relative  movements  of  these  months  are  usually  substantially  similar.  Consequently 
a  comparison  of  the  changes  in  the  discount  of  the  future  price  with  changes  in  limits 
during  the  active  buying  season,  even  though  different  months  are  involved  in  such 
comparison,  is  representative.  It  is  so  in  the  case  of  the  tables  given  in  this  chapter. 
In  any  event  the  futiu>e  month  actually  used  as  a  basis  by  the  merchant  is  the  proper 
one  to  consider  in  this  discussion. 
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with  safety  that  the  movement  of  prices  represented  by  the  limits 
used  in  purchases  from  country  merchants  is  fairly  representative  of 
the  movement  of  prices  actually  paid  the  producer. 

Tendency  of  limits  to  counterbalance  abnormal  discounts. — 
If  future  prices  were  used  by  the  merchant  without  any  adjustment  the 
producer  would  suffer  to  the  full  extent  of  abnormal  discounts  in  the 
future  price.  That  this  is  not  so,  and  that  to  a  large  extent  the  ad- 
justment of  the  merchant's  limits  offsets  changes  in  the  future  price, 
will  at  once  be  apparent  from  Table  2.*  This  table  includes  only 
the  days  on  which  changes  in  limits  were  made  during  the  period 
covered  by  Table  3,  and  it  has  been  prepared  to  bring  out  clearly 
this  adjustment  of  limits  and  for  use  only  in  connection  with  this 
one  point. 

The  limits  given  for  a  specific  date  remain  unchanged  until  the 
next  date  shown  in  the  table.  During  such  interval,  of  course, 
the  future  price  has  usually  fluctuated,  and  at  times  by  considerable 
amount.  In  the  immediate  discussion,  however,  the  relative  move- 
ments of  the  limits  and  of  the  discount  of  the  future  price  are  being 
considered  broadly,  and  for  this  purpose  a  condensed  table,  covering 
only  the  dates  on  which  there  was  a  change  in  limits,  is  satisfactory. 
It  should  be  noted,  however,  that  this  condensed  table  does  not 
fully  show  the  situation,  which  is  shown  in  more  detail  in  Table  3. 
The  table  follows. 


Table  2.— COMPARISON  OF  LIMITS  USB:D  BY  A  COTTON  FIRM  IN  OKLAHOMA  IN  PUR- 
CHASES OF  BASIS  MIDDLING  COTTON  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN 
THE  NEW  YORK  MARKET  ON  DATES  OF  CHANGE  IN  LIMITS,  SEPTEMBER  25,  1906, 
TO  FEBRUARY  11,  1907. 


Date. 


Basis  month 
used. 


1906-7.  i 

September  25 December. 


October  18 i do.. 

November  12 '  January 

November  26 

December  3 

Deceml>er  14 

December  20 

January  2 , 

January  7 

January  14 

Janudry  21 

January  24 

February  4 

February  11 


Future 

price, 

oasis 

month.i> 

New 

York 

spot 

price.c 

Discount 

of  future 

price. 

Limits. 

Cents. 

Cents. 

Cents, 

Cent. 

9.08 

9.60 

0.52 

0.60  air. 

10.97 

11.25 

.28 

0.50  off. 

9.47 

10.30 

.83 

Do. 

10.27 

11.40 

1.13" 

0.40  off. 

10.23 

ILOO 

.          -77. 

0.30  off. 

9.46, 

10.45 

i.ob 

0.20  off. 

9.42 

10.45 

1.03 

0.30  off. 

9.56 

10.75 

L19 

0.20  off. 

9.97 

10.85 

.88 

0.10  off. 

9.50 

10.70 

L20 

Even. 

9.45 

10.80 

L35 

0.10  on« 

9.45 

n.oo 

L55 

0.80  on. 

9.28 

ILOO 

L72 

Do. 

9.55 

n.05 

L50 

04M>on. 

a  Similar  tables  will  be  found  in  connex^tion  with  the  discussion  of  the  limits  of  other  merchants. 
f>  First  quotation. 

ein  this  and  all  similar  tables  in  this  chapter,  the  New  York  (or  the  New  Orleans)  spot  price  is  the 
price  of  middling  cotton. 
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In  discussing  Table  2  it  should  be  kept  in  mind  that  the  meet- 
ing of  the  New  York  revision  committee  which  resulted  in  the  estab- 
lishment of  the  erroneous  differences  exhaustively  discussed  in  Part  I 
of  this  report  was  held  on  November  21,  1906.  It  is  significant  that 
immediately  after  this  revision  the  discount  of  the  New  York  future 
price  began  to  increase.  Thus  it  will  be  seen  that  whereas  on  the 
25th  of  September  the  discount  was  52  points,  by  November  25  it 
amounted  to  113  points,  and  that,  generally  speaking,  it  showed  a 
distinct  tendency  to  increase  from  this  time  on  up  to  the  first  of 
February. 

Considering  Table  2  first  from  the  standpoint  of  the  general  move- 
ments of  prices,  it  is  at  once  apparent  that  a  widening  of  the  discount 
of  the  future  price  was  reflected  in  a  pronounced  offsetting  movement 
of  the  limits.  Thus  at  the  end  of  September,  1906,  these  merchants 
were  offering  to  buy  cotton  in  the  interior  at  60  points  off  the  Decem- 
ber future  quotation.  The  discount  of  the  New  York  future  price 
(this  discount,  of  course,  being  measured  from  the  New  York  spot 
price)  at  that  time  was  52  points.  By  February  11,  1907,  which 
practically  marked  the  close  of  the  buying  season  for  these  mer- 
chants, the  discount  of  the  May  future  price  was  150  points,  and  it 
had  been  as  wide  as  172  points  on  February  4.  In  other  words,  the 
discount  of  the  future  price,  based  on  changing  months,  had  increased 
by  about  100  points.  During  this  interval  the  limits  had  changed 
from  60  points  off  the  December  future  to  30  points  on  the  May 
future,  an  increase  of  90  points.* 

It  must  be  borne  in  mind  that  this  rough  reading  of  the  table  by 
extreme  dates  does  not  accurately  show  the  whole  situation.  It 
does,  however,  clearly  estabUsh  the  fact  that  the  increase  in  the 
discount  was  to  a  considerable  extent  offset  by  a  change  in  the  limits. 

This  comparison  shows,  therefore,  that  the  producer  in  the  cotton 

a  It  should  be  repeated  that  different  future  months  were  used  as  a  basis  by  these 
merchants,  and  that  the  margins  between  these  different  future-month  quotations 
and  the  New  York  spot  price  may  properly  show  some  variation.  Thus,  at  times  a 
distant  future,  even  within  a  single  season,  may  properly  sell  above  the  current  spot 
price  of  middling,  and  at  other  times  may  properly  sell  below  that  price,  whereas 
the  current  future  month  ordinarily  should  at  all  times  sell  only  slightly  below  the 
current  spot  price.  A  wide  discount  in  the  case  of  a  very  distant  future,  in  other 
words,  might  not  be  abnormal.  On  the  other  hand,  the  future  month  used  by  mer- 
chants in  their  purchases  is  as  a  rule  only  a  few  months  ahead  of  the  current  month. 
Ordinarily  there  is  not  any  very  great  difference  between  the  quotations  for  that 
month  and  the  quotations  for  the  ciurent  month,  and,  what  is  more  important,  the 
relative  movements  of  these  months  are  usually  substantially  similar.  Consequently 
a  comparison  of  the  changes  in  the  discount  of  the  future  price  with  changes  in  limits 
during  the  active  buying  season,  even  though  different  months  are  involved  in  such 
comparison,  is  representative.  It  is  so  in  the  case  of  the  tables  given  in  this  chapter. 
In  any  event  the  future  month  actually  used  as  a  basis  by  the  merchant  is  the  proper 
one  to  consider  in  this  discussion. 
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belt  did  not  suflFer  to  the  full  extent  of  the  abnormal  discount  of  the 
New  York  future  price  which  occurred  in  1906-7.  This  means  that 
the  real  buying  prices  of  cotton  merchants  in  the  interior  were  by 
no  means  completely  controlled  by  the  movements  of  the  future 
contract  price  at  New  York.  Had  they  been  so  controlled,  these 
buying  limits  would  have  shown  practically  no  change,  whereas  in 
fact  they  showed  a  very  pronounced  change. 

Incompleteness  of  this  counterbalancing  process. — ^Table.2 
(together  with  the  corresponding  tables  introduced  later)  has  b^^ 
used  because  it  brings  out  most  conveniently  and  in  the  briefest  and 
simplest  way  possible  the  fact  that  the  merchant  does  adjust  his 
limits  to  a  very  considerable  extent  and  that  consequently  the  pro- 
ducer is  not  injured  to  the  full  extent  of  the  discount  of  the  future 
price. 

A  fact  of  more  significance  from  the  standpoint  of  this  investiga- 
tion is  that  this  counterbalancing  process  is  neither  prompt  nor  com- 
plete. Instead,  this  readjustment  of  limits  almost  always  is  laggard. 
This  means  that  an  injury  is  inflicted  upon  the  producer.  This  lag- 
ging tendency  of  the  limits,  therefore,  becomes  a  matter  of  foremost 
importance  in  this  report,  since  under  the  resolution  in  response  to 
which  this  investigation  was  made  particular  emphasis  was  placed 
upon  the  effect  of  the  operation  of  the  future  system  upon  the  prices 
of  spot  cotton. 

The  repeated  coincidences  (shown  later)  of  depressions  of  the  pro- 
ducer's price  with  discounts  in  the  future  price  establish  conclusively 
a  relationship  of  cause  and  effect,  namely,  that  this  depression  of  the 
producer's  price  is  directly  attributable  to  the  depression  or  abnormal 
discount  of  the  future  price.  This  means  that  the  injury  thereby 
inflicted  upon  producers  is  attributable  to  the  faulty  conduct  of  the 
future  system  on  cotton  exchanges,  and  particularly  on  the  New 
York  Cotton  Exchange. 

At  this  point  it  should  be  stated  that,  owing  to  the  inherent  diffi- 
culties of  any  study  of  price  movements,  no  precise  measurement  of 
this  injury  can  be  attempted.  Prices  of  cotton  are  influenced  by 
such  a  multitude  of  considerations  that  any  exact  allotment  of  the 
influence  of  any  one  particular  cause  is  simply  impossible.  It  is, 
however,  clearly  demonstrated  that  these  abnormal  discounts  of  the 
future  price  have  a  tendency  to  cause  injury  to  producers.  The  im- 
portant fact  in  this  discussion  is  not  the  amount  of  the  injury,  but 
that  it  exists  and  is  attributable  to  a  known  cause.  Abnormal  dis- 
counts of  the  future  price  result  in  a  false  quotation.  This  false 
and  depressed  quotation  tends  to  make  the  producer  fear  a  further 
decline  and  consequently  to  accept  a  lower  price  for  his  cotton  than 
it  is  worth.  The  merchant,  similarly  misled,  lowers  his  price  or  fails  to 
adjust  his  limits  with  sufficient  promptness  or  completeness  to  fully 
counterbalance  this  error  in  the  future  quotation. 
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This  injury  to  producers  is  best  shown  by  a  continuous  record  of 
discounts  and  of  Umits.  Such  a  comparison  is  given  in  Table  3^  which 
shows  not  only  the  limits  and  the  future  price  on  those  days  when  the 
limits  were  changed,  but  also  the  daily  relationship  of  future  and 
spot  prices  in  the  New  York  market  during  the  intervals  between 
such  changes  in  limits.  There  is  also  given  the  margin  between  the 
New  York  spot  price  and  the  indicated  interior  price,  the  latter 
being  obtained  by  a  combination  of  limits  with  the  future  price. 
The  table  is  in  other  respects  similar  to  Table  2. 

Table  3.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  OKLAHOMA  IN  PUR- 
CHASES OF  BASIS  MIDDLING  COTTON  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN 
THE  NEW  YORK  MARKET.  DAILY,  SEPTEMBER  26.  1903,  TO  FEBRUARY  11,  1907. 


Date. 


Basis  month 
used. 


190V7. 

September  25 December. 

September  26 do. 


September  27 do. 

September  28 do. 

September  29 do. 

October  1 do. 

October  2 j do. 

October  3 ] do . 

October  4 do. 

Octobers ! do. 

....do. 

....do. 


October  6 

Octobers 

October  9 dp . 

October  10 ! do . 

October  11 do. 

October  12 ! do . 

....do. 

....do. 

....do. 

....do. 

....do, 

....do. 


October  13 

October  15 

October  16 

October  17 

October  18 

October  19 

October  20 , do. 

October  22 do. 

October  23 do. 

October  24 do. 

October  26 do. 

October  26 do. 

October  27 1 do. 

October  29 | do. 

October  30 1 do . 

October  31 ! do . 

November  1 do. 

November  2 ' do. 

November  3 ' do. 


Future 

ImisIs 
month.a 

New 

York 

spot 

price. 

DIsooimt 

of  future 

price. 

Cents. 

Limits. 

Margin 
between 

N.Y. 
spot  and 
Indicated 

interior 

prices. 

CenU. 

Ctnt9. 

Cmt. 

CetUt. 

9.08 

9.60 

0.52  !  O.eOofl.... 

1.12 

9.15 

9.60 

.45   ...do 

1.05 

9.16 

9.70 

.54  ...do 

L14 

9.27 

9.70 

.43   ...do 

LOS 

9.28 

9.90 

.62   ...do 

L22 

9.70 

10.25 

.56   ...do 

L15 

10.06 

10.55 

.49   ...do 

L09 

10.38 

10.55 

.17  i...do 

.77 

10.20 

10.65 

.45   ...do 

L06 

10.75 

11.10 

.35   ...do 

.95 

10.78 

10  80 

.02   ...do 

.62 

10.38 

10.65 

.27   ...do 

.87 

10.45 

10.90 

.45   ...do 

1.05 

10.67 

11.10 

.43   ...do 

LOS 

11.05 

n.40 

.35   ...do 

.95 

n.oo 

11.20 

.20   ...do 

.80 

10.86 

n.30 

.44   ...do 

L04 

11.30 

11.40 

.10   ...do 

.70 

11.20 

n.25 

.05  ...do 

.65 

10.92 

11.25 

.33   ...do 

.93 

10.97 

11.25 

.28    0.50  off.... 

.78 

10.85 

11.00 

.15  j...do 

.65 

10.55 

n.00 

.45  ...do 

.95 

10.87 

11.25 

.38   ...do 

.88 

10.90 

11.15 

.25 

...do 

.75 

11.00 

1L25 

.25 

...do 

.75 

10.87 

10.95 

.08 

. .  .do 

.58 

10.54 

10.65 

.11 

...do 

.61 

10.27 

10.75 

.48 

...do 

.98 

10.14 

10.60 

.36  j...do 

.86 

10.21 

laso 

.29  ...do 

.79 

10.12 

10.50 

.38 

...do 

.88 

10.12 

10.40 

.28  ...do 

.78 

10.00 

10.40 

.40  ...do 

.90 

9.81 

10.30 

.49 

» •  *  U V «••«*• 

.  99 

0  First  quotation. 
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Table  3.~C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  OKLAHOMA  IN  PUR- 
CHASES OF  BASIS  MIDDLING  COTTON  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN 
THE  NEW  YORK  MARKET,  DAILY,  SEPTEMBER  25,  190\  TO  FEBRUARY  11,  IWT-Con. 


Date. 


Basis  month 
used. 


December 
....do.... 


190  :-7. 

November  5 

November  7 

November  8 do. . 

November  9 do. . 

November  10 do. . 

November  12 ,  Januar}- 

November  13 do. . 

November  14 | do.. 

November  15 do.. 

November  1 G do . . 

Novemlx}r  17 ' do. . 


November  19 do. 

Noveml)er  IW do. 

November  21 do. 

November  22 ' do. 

November  23 ! do . 

November  24 1 do. 

Novemljcr  26 do. 

November  27 do. 

November  28 do. 

November  30 do. 

December  1 do. 

Dccemlx«r3 do. 

December  4 do. 

December  5 do. 

December  6 do. 

December  7 do. 

DecemlKT  8 do. 

December  10 do. 

December  11 do. 

December  12 do. 

December  13 , do. 

D<*eember  14 do. 

Deceml)cr  15 do. 

DecemJwr  17 ! do . 

December  18 ' do. 

Deceml)er  19 do. 

December  20 March. 

DecemlxT  21 do. 

I>occml)er  2(i do. 

DecemlKT  27 do. 

December  28 do. 

December  29 do. 

December  31 do. 

January  2 do. 

January  3 do. 

January  4 do. 

January  5 ^jq 

January  7 do. 


Mari^ 


Future 
price, 
oasis 

month. 

New 
York 

spot 
price. 

Discount 

of  future 

price. 

Limits. 

N.  Y. 

spot  and 

indicated 

interior 

pnoes. 

CenU. 

CtnU, 

Centt. 

Cent. 

Cnu. 

9.85 

10.30 

0.45 

0.50  otr . . . 

1           0.95 

9.60 

10.20 

.60 

...do 

1.10 

9.66 

10.30 

.&4 

...do 

1  \i 

9.91 

10.10 

.19 

...do 

.tiy 

9.40 

10.10 

.70 

. . .do 

i.a 

9.47 

10.30 

.83 

. . .do 

1.33 

9.65 

10.40 

.75 

...do 

1.25 

9.89 

10.70 

.81 

...do 

1.31 

9.90 

10.90 

1.00 

...do 

1.50 

10.12 

11.00 

.88 

...do 

1.% 

10.26 

11.00 

.74 

...do 

1.24 

10.37 

11.10 

.73 

...do 

1.23 

10.31 

11.00 

.69 

...do 

1.19 

10.12 

11.10 

.98 

...do 

l.ft 

10.36 

10.90 

.54 

...do 

1.04 

10.06 

11.10 

1.04 

...do 

1.54 

10.28 

11.20 

.92 

...do 

1.42 

10.27 

11.40 

L13 

0.40  off.... 

1.53 

10.58 

11.40 

.82 

...do 

1.22 

10.40 

11.40 

1.00 

...do 

1.40 

ia50 

11.40 

.90 

...do 

1.30 

10.40 

11.2$ 

.85 

...do 

1.25 

10.23 

11.00 

.77 

0.30  ofS . . . . 

1.07 

10.12 

11.00 

.88 

...do 

1.18 

10.03 

11.00 

.97 

...do 

1.27 

10.13 

11.00 

,87 

...do 

1.17 

10.06 

10.95 

.87 

...do 

1.17 

10.08 

10.95 

.87 

...do 

1.17 

9.99 

11.00 

1.01 

...do 

1.31 

10.10 

10.50 

.40 

...do 

.70 

9.50 

10.50 

1.00 

...do 

1.30 

9.62 

10.65 

LOS 

...do 

1.33 

9.45 

10.45 

LOO 

0.20  off.... 

1.20 

9.41 

10.55 

1.14 

...do 

1.3^ 

9.30 

1        10.55 

L25 

...do 

1.45 

9.37 

10. 45 

LOS 

...do 

1.2S 

9.16 

10.45 

1.29 

...do 

l.ff 

9.42 

10.45 

1.03 

O.SOoff .... 

1.33 

9.48 

10.55- 

1.07 

...do 

1.37 

9.44 

1        10.55 

Lll 

...do 

1.41 

9,42 

10.56 

1.13 

...do 

1.43 

9.36 

10.65 

1.29 

..do 

1.3B 

9.55 

10.65 

1.10 

...do 

1.40 

9.52 

10.65 

1.13 

...do 

1.43 

9.56 

10. 75 

1.19 

0.20ofl.... 

1.39 

9.70 

10. 75 

1.05 

...do 

1.25 

9.68 

10. 75 

1.07 

...do.. 

1.27 

9.77 

10.85 

LOS 

...do 

1.2S 

9.97 

10.85 

.88 

0.10  off.... 

.98 
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Table  3.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  OKLAHOMA  IN  PUR- 
CHASES  OF  BASIS  MIDDLING  COTTON  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN 
THE  NEW  YORK  MARKET,  DAILY,  SEPTEMBER  25,  1906,  TO  FEBRUARY  11,  1907 -Con. 


Date. 


1900-7. 

January  8 March 

'  January  9 do. 

January  10 do, 

January  11 do. 

January  12 do 

January  14 ' do 


Basis  month 
used. 


January  15. 
January  16. 
January  17 . 
January  18. 
January  19. 
January  21 . 
January  22. 
January  23. 
January  24. 
Jimuary  25. 
January  26. 


.do. 
do. 
.do. 
.do. 
.do. 
.do. 
do. 
do. 
.do. 
do. 
.do. 


January  28 i do. 

January  29 ! do. 

January  30 do. 

January  31 do. 

February  1 do. 

February  2 do. 

February  4 M  ay . . . 

February  5 1 do. 

1 
February  6 ' do. 

February  7 ' do. 

February  8 | do. 

February  9 ' do . 

February  11 ; do. 


Future 
price, 
oasis 

month. 


CCTltS.     ' 

9.82 

9.79 

9.91 

9.75 

9.70 

0.50 

9.36 

9.40  ! 

9.34 

9.32 

9.38 

9.45 

9.42 

9.45 

9.45 

9.48 

9.43 

9.50 

9.45 

9.41 

9.20 

9.20 

9.20 

9.28 

9.45 

9.42 

9.60 

9.58 

9.63 

9.55 


New 

York 

spot 

price. 


Cents. 

10.85 
10.90 
10.80 
10.80 
10.80 
10.70 
10.80 
10.70 
10.80 
10.80 
10.80 
10.80 
10.90 
10.90 

n.oo 

11.00 
11.00 
11.00 
11.00 
11.00 
11.00 
11.00 
11.00 
11.00 
11.00 
11.00 
11.05 
11.10 
11.10 
11.05 


Discount ' 

of  future  I 

price,     i 


Limits. 


Margin 
between 

N.  Y. 

spot  and 

I  indicated 

I  interior 

prices. 


Cents. 

1.03 
Lll 
.89 
1.05 
1.10 
1.20 
1.44 
1.30 
1.46 
1.48 
1.42 
1.35 
1.48 
1.45  ! 
L55  I 
1.52 
1.57 
1.50 
1.55 
1.50 
■  1.80 
1.80 
1.80 
1.72 
1.55  ' 
1.58  ' 
1.45 
1.52 
1.47 
1.50 


Cent. 

Cents. 

0.10  of!.... 

1.13 

...do 

1.21 

...do 

.99 

...do 

L15 

..  .do 

L20 

Even 

1.20 

...do 

1.44 

...do 

1.30 

...do 

1.46 

...do 

1.48 

...do 

1.42 

0.10  on... 

L25 

...do 

1.38 

. . .do 

1.35' 

0.20  on . . . 

L35 

...do 

1.32 

— do 

1.37 

. . .do 

L30 

...do 

L35 

.. .do 

1.39 

...do 

1.60 

...do 

1.60 

...do 

L60 

...do 

L52 

...do 

L35 

...do 

1.38 

...do 

1.25 

...do 

1.32 

...do 

1.27 

0.80  on... 

1.20 

From  an  examination  of  this  table  it  is  at  once  apparent  that  during 
the  intervals  between  changes  in  limits  the  future  price  fluctuated 
considerably.  Frequently  these  fluctuations  were  wide.  Thus  at 
the  close  of  September  the  discount  of  the  December  future  from  the 
New  York  spot  price  was  approximately  50  points.  It  narrowed 
early  in  October,  falling  as  low  as  2  points  on  October  6,  but  widened 
to  about  45  points  by  October  10.  By  October  16,  however,  it  had 
again  fallen  as  low  as  5  points,  but  on  October  20  it  had  increased 
once  more  to  45  points.  On  October  25  the  discount  was  8  points, 
and  on  the  27th  it  was  48  points.  It  will  be  seen,  therefore,  that  these 
fluctuations  in  the  discount  from  day  to  day  were  of  a  seesaw  character 
ftnd  that  the  actual  discount,  while  fairly  wide,  seldom  exceeded  50 
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points.  So  long  as  this  seesaw  movement  of  fluctuations  was  main- 
tained ^  these  merchants  made  very  Uttle  change  in  their  limits.  Thus 
the  Umits  remained  at  60  points  oflf  from  September  25  to  October  18, 
although  in  the  meantime  the  discount  had  been  as  wide  as  62  points 
and  as  narrow  as  2  points.  These  merchants  evidently  expected  the 
temporary  fluctuations  in  the  future  price  to  counterbalance  one 
another  fairly  well,  so  that  if  they  happened  to  buy  cotton  on  a  day 
when  the  discount  was,  for  some  minor  cause,  unduly  narrowed,  they 
would  on  some  succeeding  day  be  able  to  make  purchases  when  the 
discount  was  correspondingly  wider.  This  is  the  principle  upon  which 
cotton  merchants  operate  so  long  as,  despite  these  minor  fluctuations 
in  the  discount,  that  discount,  broadly  speaking,  is  substantially 
constant. 

So  long  as  the  relationship  of  the  future  and  the  spot  prices  in 
central  markets  is  normal,  the  producer  has  a  fair  chance  that  he 
will  be  able  to  sell  his  cotton  on  one  of  these  minor  advances  in  the 
future  price  instead  of  at  a  minor  decline.  In  other  words,  the  risk 
is  fairly  evenly  divided  between  himself  and  the  cotton  buyer.  A 
more  important  matter  is  that  while  in  individual  cases  a  minor 
depression  in  the  future  price  results  in  a  corresponding  depression  of 
the  price  paid  the  producer,  on  the  other  hand,  taking  producers  as  a 
class,  these  minor  fluctuations  should  offset  one  another,  since  cotton 
is  being  sold  in  large  quantities  every  day  and  almost  every  hour  of 
the  day  throughout  the  active  cotton  season.  So  far  as  these  minor 
fluctuations  in  the  market  are  concerned,  therefore,  no  substantial 
injustice  is  done  producers  as  a  class,  and  such  fluctuations  may  be 
disregarded  in  interpreting  this  and  similar  tables. 

The  case  is,  however,  entirely  different  where  the  future  price, 
aside  from  fluctuations  which  occur  during  a  given  day  or  from  day 
to  day,  is  abnormally  depressed  over  long  periods  by  such  an  influence 
as  incorrect  contract  differences.  Here  the  decline  may  not  be  offset 
by  a  corresponding  advance;  certainly  it  is  not  for  the  many  farmers 
who  sell  during  the  period  of  such  a  depression.  In  the  season  of 
1906-7  clearly  it  was  not  thus  ofl'set.  This  is  shown  by  the  fact  that 
after  the  21st  of  November,  1906  (the  date  of  the  revision  meeting), 
the  discount  of  the  future  price  at  New  York,  as  already  stated, 
showed  an  almost  steadily  widening  tendency  up  to  the  1st  of  Febru- 
arys, with  no  important  recovery.  This  will  at  once  be  apparent 
from  a  study  of  the  table.  Thus,  the  discount  of  the  December  futm-e 
price,  which  during  most  of  October  was  below  50  points,  increased 
by  November  8  to  64  points,  and  by  November  15  the  discoimt  of  the 
January  future  price  was  around  75  and  80  points.  While  the  dis- 
count temporarily  narrowed  in  the  first  days  of  December  it  almost 
immediately  widened  out  again,  and  from  the  middle  of  December 
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until  the  end  of  January,  with  but  two  exceptions,  it  was  never  less 
than  100  points,  while  by  the  middle  of  January  the  discount  of  the 
March  future  had  increased  to  140  points  and  by  the  beginning  of  Feb- 
ruary to  180  points.  The  compensating  movement  noted  in  the 
fluctuations  in  the  early  part  of  the  season  was  therefore  almost 
wholly  lost. 

Had  the  Umits  of  merchants  remained  unchanged  during  this  period 
from  November  to  February,  inclusive,  it  is  obvious  that  enormous 
injury  would  have  been  done  the  cotton  producer  as  a  result  of 
this  abnormal  increase  in  the  discount  of  the  future  price.  As  a 
matter  of  fact,  the  limits  did  not  remain  unchanged,  but,  instead, 
changed  materially,  thus  partly  offsetting  the  discount.  Thus, 
against  limits  of  50  points  oflf  December  on  November  1,  the  Umits 
on  January  14  were  ''even,"  and  on  February  11  were  30  points  on, 
a  net  change  of  80  points.  Thus  to  a  considerable  extent  the 
abnormal  discount  of  the  future  price  was  coimteracted  by  these 
changes  in  Umits. 

A  careful  study  of  this  table,  however,  shows  that  this  process  of 
correction  was  not  immediate  nor  complete.  Thus,  during  November 
the  discount  of  the  future  price  increased  from  an  average  of  about 
45  points  for  the  first  week  of  the  month  to  about  90  points  for  the 
last  week,  a  net  increase  of  45  points.  During  this  interval  the  Umits 
off,  however,  narrowed  only  from  50  points  to  40  points,  a  change  of 
only  10  points.  That  is,  the  widening  of  the  discount  of  the  future 
price  was  only  in  a  very  small  measure  offset  by  a  narrowing  of  the 
Umits. 

Owing  to  the  fact  that  a  rather  sharp  squeeze  occurred  in  the 
current  future  in  November,  1906,  the  comparisons  for  this  month  are 
not  altogether  satisfactory.  During  December  the  discount  of  the 
January  future  price  increased  from  about  85  points  at  the  beginning 
of  the  month  to  about  115  points  by  the  15th  of  the  month,  a  net 
increase  of  about  30  points.  The  Umits  off  during  this  period  nar- 
rowed only  from  40  points  off  to  20  points  off,  a  reduction  of  but  20 
points,  or  somewhat  less  than  was  required  to  offset  this  increase 
in  the  discount.  On  the  20th  of  December  the  discount  of  the  March 
future  price  was  103  points  and  the  limits  for  that  day  were  30  points 
off.  The  discount  on  that  day  happened  to  be  somewhat  narrower 
than  on  the  days  immediately  preceding  or  succeeding,  but  an  aver- 
age of  about  115  points  fairly  represents  the  discount  at  that  time. 
By  the  1st  of  February  the  discount  had  increased  to  180  points,  a 
net  widening  of  65  points.  The  Umits  during  this  interval  had 
changed  from  30  points  off  to  20  points  on,  a  net  increase  of  50  points. 
The  process  of  correcting  the  abnormal  discount  by  readjustment  of 
Umits,  therefore,  again  showed  a  tendency  to  lag.     It  is  true  that 
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during  the  first  half  of  January,  when  the  discount  on  the  whole 
showed  only  moderate  fluctuations,  the  Umits  were  steadily  narrow- 
ing. Thus,  they  changed  from  20  points  oflF  to  "even"  during  the 
period  from  January  2  to  January  14,  although  the  discount  of  the 
future  price  showed  practically  no  increase  for  this  period.  However, 
this  narrowing  of  the  Umits,  as  already  pointed  out,  really  should 
have  taken  place  in  December,  since  a  widening  in  the  discount 
during  November  and  December  of  roughly  from  45  points  to  115 
points,  or  a  net  increase  of  70  points,  was  accompanied  by  a  change  in 
the  limits  of  only  from  50  points  off  to  30  points  off  (except  for  a 
brief  period  when  they  were  20  points  off),  or  a  narrowing  of  but  20 
points. 

It  is  not  intended  to  say  that  this  disparity  between  the  move- 
ments of  the  discount  and  the  offsetting  movement  of  limits  precisely 
measures  the  injury  to  producers.  It  does,  however,  demonstrate 
the  fact  of  such  injury  and  also  that  at  times  it  was  material. 

This  lagging  tendency  of  the  readjustment  of  limits  is  better  shown 
by  comparing  the  indicated  interior  price — that  is,  the  price  obtained 
by  combining  with  the  basis  future  the  limits  on  or  off — with  the 
New  York  spot  price.  The  relationship  or  margin  between  these  two 
prices  is  indicated  in  the  last  colimm  of  the  table,  this  margin  being 
arrived  at  by  adding  to  the  discount  of  the  future  price  used  the 
hmits  off  that  price,  or  by  deducting  the  limits  on.  By  reference  to 
the  table  it  will  be  seen  that  this  margin  between  the  indicated 
interior  price  and  the  New  York  spot  price  increased  sharply  during 
November,  or,  in  other  words,  just  at  the  time  when  the  discount  of 
the  New  York  future  price  first  became  decidedly  abnormal.  It  is 
true  that  at  the  end  of  September  the  margin  between  the  interior 
price  and  the  New  York  spot  price  was  distinctly  wide,  but  taking 
the  period  up  to  the  middle  of  November  this  margin  was  very  much 
smaller  on  the  average  than  it  was  during  the  remainder  of  the 
season. 

The  rather  wide  margin  between  the  indicated  interior  price  and 
the  New  York  spot  price  at  the  close  of  September,  when  the  dis- 
count of  the  future  price  was  only  about  50  points,  is  probably  due 
to  the  fact  that  that  discount  a  short  time  before  had  been  over  100 
points,  so  that  these  merchants  in  commencing  their  buying  season 
were  misled  into  making  their  limits  off  unduly  wide. 

In  December  and  January  the  discount  of  the  future  price  was 
somewhat  wider  than  it  was  in  November,  and  at  this  time  the  mar- 
gin between  the  interior  price  and  the  New  York  spot  price  also 
widened  out  somewhat,  although  on  the  whole  this  further  increase 
in  the  discount  was  not  reflected  in  a  corresponding  increase  in  the 
margin  between  the  two  spot  prices. 
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This  comparison  can  be  studied  still  more  satisfactorily  by  reference 
to  chart  3,  opposite  page  68.  In  this  chart  the  heavy  black  line  repre- 
sents the  New  York  spot  price;  the  dotted  black  line  the  New  York 
future  price  used  as  a  basis;  and  the  red  line  the  indicated  interior  price 
arrived  at  by  combining  with  the  future  price  the  limits  on  or  off;  the 
limits  themselves  are  indicated  by  the  margin  between  the  dotted 
black  line  and  the  red  line. 

From  the  chart  it  is  clearly  apparent  that  up  to  about  the  middle  of 
November  the  future  price  was  at  a  much  narrower  discount  from  the 
New  York  spot  price  than  at  any  other  time  during  the  period  covered. 
At  this  time  the  limits  were  off;  that  iS;  the  red  line  was  below  the 
dotted  line.  Furthermore,  these  limits  were  fairly  wide.  During 
this  period  the  margin  between  the  New  York  spot  price  and  the 
interior  price,  broadly  speaking,  was  fairly  constant.  This  is  best 
seen  by  reference  to  the  red  line  at  the  base  of  the  chart,  which  shows 
this  margin.  On  the  10th  of  November,  however,  the  future  price 
dropped  abruptly.  This  movement  waa  reflected  in  the  interior  price 
(shown  by  the  red  line),  which,  it  will  be  seen,  also  fell  sharply.  On 
the  other  hand,  the  New  York  spot  price  was  largely  indifferent  to 
this  fall,  and  almost  immediately  began  to  advance.  This  advancing 
tendency  of  the  New  York  spot  price  was  continued  throughout  the 
remainder  of  November.  It  is  true  that  the  future  price  and  the 
interior  price  after  this  initial  decline  also  showed  an  advancing 
tendency,  but  it  will  at  once  be  apparent  that  the  two  latter  prices  did 
not  advance  as  rapidly  as  did  the  New  York  spot  price.  This  is  shown 
by  the  fact  that  the  margin  between  the  heavy  black  line  and  the  dot- 
ted black  line  and  the  margin  between  the  heavy  black  line  and  the 
red  line  widened  out  materially  in  the  latter  part  of  November.  This 
indicates,  therefore,  that  the  relative  decline  or  abnormal  discount  of 
the  New  York  future  price  exerted  a  dragging  influence  upon  the 
interior  spot  price.  This  is  even  more  clearly  brought  out  by  the 
margin  curve  at  the  base  of  the  chart.  Here  it  will  be  seen  that  when, 
in  the  latter  part  of  November,  the  discount  of  the  future  price 
(shown  by  the  black  line)  widened  out  to  about  a  cent,  the  margin 
between  the  interior  price  and  the  New  York  spot  price  also  widened 
out  very  sharply.  The  movements  of  the  interior  price,  it  will  be 
noted,  frequently  coincide  exactly  for  short  periods  with  the  move- 
ment of  the  New  York  future  price.  This  is  due  of  course  to  the  fact 
that  limits  remained  unchanged  for  several  days,  or  even  weeks,  at  a 
time. 

In  December  substantially  the  same  condition  prevailed;  that  is, 
the  abnormal  margin  between  the  future  price  and  the  New  York  spot 
price  was  accompanied  by  an  unusual  margin  between  the  interior 
spot  price  and  the  New  York  spot  price. 
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In  January  and  February  the  discount  of  the  future  price  continued 
very  wide,  and  in  fact  became  wider  than  at  any  other  time  during  the 
period  covered.  In  these  months,  however,  the  interior  price  (repre- 
sented by  the  red  line)  showed  considerable  independence  of  the  New 
York  future  price.  Thus,  instead  of  continuing  below  the  future  price, 
in  the  middle  of  January  it  crossed  that  price  and  continued  above  it 
up  to  February  11.  In  other  words,  the  limits  changed  from  oflF  to  on. 
The  chart  clearly  shows,  however,  that  throughout  the  greater  part  of 
the  period  from  November  10  to  February  11  the  interior  price  was  at  a 
decidedly  greater  margin  from  the  New  York  spot  price  than  it  was 
during  the  period  from  September  25  to  November  10. 

It  is  therefore  conclusively  demonstrated  by  this  table  and  the 
chart  that  the  limits  of  these  buyers  were  not  changed  with  sufficient 
promptness  or  by  a  sufficient  amount  to  offset  fully  the  increase  in 
the  discount  of  the  future  price.  This  does  not  mean  that  the  mer- 
chants are  properly  to  be  criticised.  It  is  altogether  probable  that 
many  cotton  merchants  in  the  season  of  1906-7  expected  that  the 
compensating  movement  in  the  discount  shown  in  October  and  the  early 
part  of  November  would  continue.  Consequently,  when  in  the  latter 
part  of  November  this  discount  became  abnormal,  they  naturally 
did  not  change  their  limits  at  once,  but  instead  looked  to  see  the 
discount  speedily  corrected.  Had  a  proper  revision  been  made  by  the 
New  York  committee  on  November  21,  1906,  such  a  correction  of  the 
discount  would  have  occurred.  In  the  absence  of  such  proper  revi- 
sion, the  abnormal  discount  not  only  remained  uncorrected,  but  was 
aggravated.  From  that  time  on  the  limits  of  merchants  showed  a 
tendency  to  change  so  as  to  counterbalance  in  a  measure  the  abnormal 
discount;  but,  as  clearly  shown,  the  counterbalancing  process  was 
incomplete.  It  will  be  apparent  that  the  fault  lay  in  the  improper 
method  of  conducting  the  future  system  at  New  York. 

It  should  be  repeated  that  this  abnormal  discount  of  the  future 
price,  since  it  thus  tends  to  drag  with  it  the  interior  price,  means  that 
an  injury  is  inflicted  upon  the  producer  of  cotton.  This  is  partic- 
ularly true  because  this  abnormal  discount  occurred  in  the  midst  of 
the  crop-moving  season,  when  cotton  was  being  freely  sold  by  pro- 
ducers on  the  basis  of  this  distorted  future  price. 

It  should  be  constantly  kept  in  mind  that  all  "indicated''  interior 
prices  are  intended  only  to  show  the  movement  of  prices  in  the 
interior.  The  tables  show  first,  the  divergence  of  this  indicated 
interior  price  from  the  spot  price  at  central  markets.  They  also  show 
abnormal  disparities  of  the  future  price  from  such  spot  prices.  This 
discussion  is  a  comparison  of  the  divergence  of  the  indicated  interior 
price  with  the  disparities  in  the  future  price,  and  is  intended  to  estab- 
lish the  causal  relation  between  such  disparity  and  such  divergence. 
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The  margin  between  these  indicated  interior  prices  and  the  spot 
prices  at  central  markets  can  not  be  accepted  as  a  precise  measure 
of  the  difference  between  the  actual  interior  price  and  the  central 
market  price. 

Section  3.  Comparison  of  buying  limits  of  a  firm  of  cotton  merchants  in 
purchases  in  Texas  with  discount  of  New  Tork  contract  price,  1906-7. 

Other  sets  of  prices  confirm  these  conclusions.  In  Table  4,  on 
page  70,  is  given  a  comparison,  similar  to  that  just  presented,  be- 
tween the  1906-7  limits  of  a  firm  of  cotton  merchants  in  their  pur- 
chases of  cotton  in  Texas  and  the  discount  of  the  New  York  contract 
price.  The  limits  given  in  this  table  differ  from  those  in  Table  2  in 
that  they  represent  cotton  delivered  f.  o.  b.  Galveston  instead  of  at 
point  of  purchase,  with  transportation  charges  to  that  port  and  some 
incidental  expenses  included.  The  buying  agents  of  these  merchants 
knew  what  these  expenses  and  transportation  costs  were,  and  made 
an  allowance  for  them  in  using  the  limits  for  determining  the  actual 
price  to  the  producer.  The  transportation  charges  varied,  of  course, 
but  for  a  large  number  of  points  there  was  a  blanket  rate  of  55  cents 
per  hundred  pounds,  or  0.55. cent  per  pound.  Other  expenses  were 
estimated  by  these  merchants  at  approximately  0.15  cent  per  pound, 
thus  making  a  total  deduction  of  0.70  cent,  or  70  points.  While  this 
deduction  would  not  apply  to  all  localities,  it  is  proper  to  use  it, 
because  in  this  discussion  the  relative  and  not  the  absolute  move- 
ment of  prices  is  being  considered.  Moreover,  this  is  the  deduction 
for  a  large  number  of  localities.  In  Table  4,  therefore,  this  deduction 
has  been  made  from  the  limits  actually  used,  giving  what  are  termed 
the  "net  limits."  While  these  are  constructive  limits,  the  pro- 
priety of  using  them  as  they  are  here  used  is  obvious.  It  should  be 
borne  in  mind,  however,  that  they  do  not  necessarily  indicate  exact 
prices,  but  instead  the  relative  prices.  They  do,  however,  show  the 
relationship  of  prices  at  different  dates  just  as  faithfully  as  do  the 
actual  limits,  and  somewhat  more  conveniently,  especially  for  pur- 
poses of  charting,  and  it  is  with  this  relationship  rather  than  with 
the  actual  prices  themselves  that  the  discussion  is  concerned. 

It  should  also  be  noted  that  this  table,  instead  of  showing  all 
changes  in  limits,  shows  the  limits  at  weekly  intervals,  it  being  more 
convenient  to  secure  the  Umits  of  these  merchants  in  this  form. 
Practically  these  weekly  limits  show  most,  if  not  all,  of  the  changes 
during  the  season,  although  they  may  not  show  the  exact  date  on 
which  the  various  changes  went  into  effect.     The  table  follows. 
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Table  4.-COMPARI80N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE 
NEW  YORK  MARKET,  WEEKLY,  OCTOBER  2,  1906,  TO  JANUARY  28.  1907. 


Date. 

Basis  month 
used. 

Future 

price, 

basis 

month.a 

New 

York 

spot 

price. 

Discoimt 

of  future 

price. 

Limits. 

Deiiuc- 

tioa''  for 

freight 

and 

expenses. 

Net  (con- 

structivB) 

limits. 

1906-7. 

Centt. 

CeiUt. 

Cent*. 

Cents. 

Cent. 

Cent, 

October  2 

10.16 

10.55 

0.39 

0.05  on... 

0.70 

0.65  off. 

October  9 

do 

10.50 

10.90 

.40 

0.10  on... 

.70 

0.60  off. 

October  16 

do 

U.23 

1L25 

.02 

...do 

.70 

Do. 

October  23 

do 

10.99 

n.l5 

.16 

...do 

.70 

Do. 

October  30 

do 

10.27 

10.50 

.23 

0.15  on... 

.70 

0.55  off. 

November  6 

do 

69.70 

&10.20 

.50 

0.20  on 

.70 

0.50  off. 

November  13 

do 

9.65 

10.40 

.75 

0.30  on 

.70 

0.40  off. 

November  20 

do 

10.31 

11.00 

.69 

0.35  on... 

.70 

0.35  off. 

November  27 

do 

10.58 

11.40 

.82 

0.65  on 

.70 

0.05  off. 

December  4 

do..... .... 

10.12 
10.10 

n.oo 

10.50 

.88 
.40 

0.70  on... 
...do 

.70 
.70 

Even. 

December  11 

do 

Do. 

December  18 

March 

do 

9.61 
C9.44 

10.45 
elO.55 

.84 
Ml 

0.85  on. . . 
...do 

.70 
.70 

0.16  OB. 

December  24 

Do. 

December  31 

do 

9.52 

10.65 

1.13 

— do 

.70 

Do. 

January7 

do. 

9.97 

10.85 

.88 

l.IOon... 

.70 

0.40  om. 

January  14 

do 

9.50 

10.70 

L20 

1.40  on... 

.70 

0.70  OB. 

January  21 

do 

9.45 

10.80 

1.35 

1.30  on 

.70 

0.00  oB. 

January  28 

do 

9.50 

n.oo 

1.50 

1.25  on.... 

.70 

0.65  oB. 

a  First  quotation.  c  Holiday  on  December  24;  December  26  quotation  used. 

6  Holiday  on  November  6;  November  7  quotation  used. 

Increase  in  discount  largely  offset  by  changes  in  limits.-:- 
This  table,  like  Table  2,  shows  that  an  abnormal  increase  in  the  dis- 
count of  the  future  price  was  accompanied  by  an  offsetting  move- 
ment of  the  Umits,  but  that  this  offsetting  movement  was  at  times 
dilatory.  This  coimterbalancing  movement  is  very  clearly  evident 
from  the  mere  fact  that  an  increase  in  the  discoimt  of  the  future 
price  from  about  40  points  at  the  beginning  of  October  (based  on 
January  futures)  to  150  points  at  the  end  of  January  (based  on 
March  futures)  was  accompanied  by  a  change  in  the  net  Umits  of 
from  65  points  off  to  55  points  on.  In  other  words,  the  discoimt 
increased  by  110  points,  while  the  limits  increased  by  120  points.** 

The  readjustment  of  the  limits  to  the  discount  was,  therefore, 
rather  more  complete  than  that  shown  in  Table  2.  Indeed,  it  might 
seem  that  the  discount  was  more  than  offset  by  the  readjustment  of 
Umits.  Nevertheless,  this  readjustment  was  by  no  means  complete 
at  all  times.  Instead,  as  in  the  case  of  the  limits  previously  dis- 
cussed, this  counterbalancing  process  was  laggard.  This  can  best 
be  seen  by  comparing  the  movements  from  a  continuous  record. 
Such  a  comparison  is  given  in  Table  5,  on  page  71,  this  table  being 
similar  to  Table  3,  except  that  the  limits  are  given  by  weekly  periods 
instead  of  for  the  exact  dates  of  change. 

a  It  should  be  repeated  that  this  table  ie  to  be  read  broadly,  and  is  intended  chiefly 
to  show  that  an  increase  in  the  discount  was  to  a  large  extent  counterbalanced.  It 
should  not  be  understood  that  these  comparisons  for  specific  days  accurately  repre- 
sent the  extent  of  such  counterbalancing  movement. 
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Table  5.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE  NEW 
YORK  MARKET,  DAILY,  OCTOBER  1,  1906,  TO  JANUARY  28,  1907. 


Date. 

Basis  month 
used. 

Future 
price, 
basis 

month.a 

New 

York 

spot 

price. 

Discount 

of  future 

price. 

Net  (con- 
structive) 
1imits.& 

Margin 
between 

N.  Y. 

spot  and 

Indicated 

interior 

prices. 

1906-7. 
October  1 

January 

do 

CtnU. 

9.80 

10.16 

10.40 

10.23 

10.82 

10.77 

10.36 

10.50 

10.70 

11.06 

11.03 

11.04 

11.27 

11.23 

10.96 

11.06 

10.85 

10.64 

11.04 

10.99 

11.05 

10.94 

10.50 

10.38 

10.24 

10.27 

10.18 

10.17 

10.06 

9.87 

9.90 

9.70 

9.70 

9.99 

9.45 

9.47 

9.65 

9.89 

9.90 

10.12 

10.26 

10.37 

10.31 

^  10.12 

'  10.36 

10.06 

10.28 

10.27 

CtnU. 
10.25 
10.56 
ia55 
10.66 
11.10 
10.80 
10.65 
10.90 
11. 10 
11.40 
11.20 
11.30 
11.40 
11.25 
11.25 
11.25 
11.00 
11.00 
11.25 
11.15 
11.25 
10.95 
10.65 
10.75 
10.50 
ia50 
10.50 
10.40 
10.40 
10.30 
10.30 
10.20 
10.30 
10.10 
10.10 
10.30 
10.40 
10.70 
10.90 
11.00 
11.00 
11.10 
11.00 
11.10 
10.90 
11.10 
11.20 
11.40 

Cento. 

0.45 
.39 
.15 
.42 
.28 
.03 
.20 
.40 
.40 
.32 
.17 
.26 
.13 
.02 
.29 
.19 
.15 
.36 
.21 
.16 
.20 
.01 
.06 
.37 
.26 
.23 
.32 
.23 
.34 
.43 
.40 
.50 
.60 
.11 
.66 
.83 
.75 
.81 

1.00 
.88 
.74 
.73 
.60 
.98 
.64 

1.04 
.92 

1.13 

Cfttt. 

Centa, 

October  2 

0.65  off.... 

...do 

...do 

...do 

do 

...do 

0.60  oflf.... 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do.. 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

0.55  off.... 

...do 

...do 

...do 

...do 

...do 

0.50  off.... 

...do 

...do 

...do 

...do 

0.40  off.... 

...do 

...do 

...do 

...do 

...do 

0.35  off.... 

...do 

...do 

...do 

...do 

...do 

1.04 

October  3 

do 

.80 

Octdber  4 

do 

1.07 

October  6 

do -... 

.93 

October  6 

do 

.68 

October  8 

do 

.94 

October  9 

do 

1.00 

October  10 

do 

1.00 

October  11 

do . . ...... 

.92 

October  12 

do 

.77 

October  13 

do 

.86 

October  15 

do 

.73 

October  16 

do..  . 

.62 

October  17 

.....  do ........ 

.80 

October  18 

....  .do. 

.79 

October  19 

do 

.75 

October  20 

do 

.96 

October  22 

do 

.81 

• 
October  23 

do 

.76 

October  24 

do 

.80 

October  25 

do 

.61 

October  26 

do 

.66 

October  27 

do 

.97 

October  29 

do 

.86 

October  30 

do 

.78 

October  31 

do 

.87 

Noyember  1 

do 

.78 

November  2 

do ........ 

.89 

November  3 

do 

.98 

November  5 

do 

.95 

November  7 ..... 

do 

1.00 

November  8 

. . . ..do. 

1.10 

November  9 

do 

.61 

November  10 

do 

1.15 

November  12 

do 

1.33 

November  13 

do 

1.15 

November  14 

do 

1.21 

November  15 

do 

1.40 

November  16 

do 

1.28 

November  17 

do.     -    . 

1  14 

November  19 

do 

1.13 

November  20 

do 

1.04 

November  21 

do 

1.33 

November  22 

.....  do . . ...... 

.89 

Nnvmn^r  23 

....  .do. ....... 

1.39 

NovembCT  24 

....  .do . . ...... 

1.27 

November  26 

do 

1.48 

o  First  quotation.    *  The  limits  In  this  table,  as  stated  in  the  text,  are  given  by  weekly  intervals  only. 
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Table  6.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE  NEW 
YORK  MARKET,  DAILY,  OCTOBER  1, 1906,  TO  JANUARY  28,  1907— Continued. 


Date. 


1906-7. 

January . 

do.. 

do.. 

do... 

do.. 

do... 

do... 

do.., 

do... 

do... 

do.. 

do.. 

do.. 

do... 

do.. 

do... 

do.., 

March. . . 

do... 

do.. 

do... 

do... 


November  27 

November  28 

November  30 

December  1 

December  3 

December  4 

December  6 

December  6 

December  7 

December  8 

December  10 

December  11 

December  12 

December  13 

December  14 

December  16 

December  17 

December  18 

December  19 

December  20 

December  21 

December  26 

December  27 : do . 

December  28 do . 

December  29 do. 

December  31 

January  2 


Basis  month 
used. 


....do. 
....do. 

Januarys do. 

....do. 
....do. 
....do. 
....do. 
....do. 


January  4 

January  5 

January  7 

January  8 

January  9 

January  10 do. 

....do. 

....do. 


January  11 

January  12 

January  14 do 

January  15 ' do 

January  16 do 


January  17. 
January  18. 
January  19. 
January  21 . 
January  22. 
January  23. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


January  24 j do . 

January  25. do. 

January  2t> do. 

January  28 do. 


Future 

price, 

oasis 

month. 

New 

York 

spot 

price. 

CenU. 

CenU, 

10.68 

11.40 

10.40 

n.40 

10.60 

11.40 

10.40 

11.26 

10.23 

11.00 

10.12 

11.00 

10.03 

11.00 

10.13 

11.00 

10.08 

10.96 

10.08 

10.96 

9.99 

11.00 

10.10 

10.60 

9.50 

10.60 

9.62 

10.65 

9.45 

10.45 

9.41 

10.66 

9.30 

10.66 

9.61 

10.46 

9.41 

10.45 

9.42 

10.45 

9.48 

10.66 

9.44 

10.65 

9.42 

10.66 

9.36 

10.06 

9.65 

10.65 

9.62 

10.65 

9.56 

10.75 

9.70 

10.75 

9.68 

10.75 

9.77 

10.85 

9.97 

10.85 

9.82 

10.85 

9.79 

10.90 

9.91 

10.80 

9.75 

10.80 

9.70 

10.80 

9.50 

10.70 

9.36 

10.80 

9.40 

10.70 

9.34 

10.80 

9.32 

*      10.80 

9.38 

10.80 

9.45 

10.80 

9.42 

10.90 

9.45 

10.90 

9.45 

11.00 

9.48 

11.00 

9.43 

U.OO 

9.50 

11.00 

Discount 

of  future 

price. 


Cents. 

0.82 

1.00 

.90 

.85 

.77 

.88 

.97 

.87 

.87 

.87 

1.01 

.40 

1.00 

1.03 

LOO 

L14 

L25 

.84 

1.04 

L03 

1.07 

l.ll 

L13 

1.29 

LIO 

L13 

L19 

L05 

L07 

L08 

.88 

L03 

LU 

.89 

L05 

LIO 

L20 

L44 

L30 

L46 

1.48 

L42 

1.35 

1.48 

L45 

L65 

L52 

1.57 

L50 


Net  (con- 
structive) 
limits. 


Cent. 

0.05  off 

...do 

...do 

...do 

...do 

Even 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

0.15  oa... 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

0.40  on... 

...do 

...do 

...do 

...do 

...do 

0.70  on. . . 

...do 

...do 

...do 

...do 

...do 

0.60  on... 

...do 

...do 

...do 

...do 

...do 

0.66  on... 


Margin 
between 

N.  Y. 
spot  and 
indicated 

Interior 

prices. 


Cents. 

0.87 

LOS 

.95 

.90 

.82 

.88 

.97 

.87 

.87 

.87 

LOl 

.40 

LOO 

1.03 

LOO 

L14 

1.26 

.69 

.89 

.88 

.92 

.96 

.98 

L14 

.95 

.98 

1.04 

.90 

.92 

.93 

.48 

.63 

.71 

.49 

.65 

.70 

.50 

.74 

.60 

.76 

.78 

.72 

.75 

.88 

.85 

.96 

.92 

.97 

.96 


effect  on  prices  paid  producers.  73 

Abnormal  discount  not  fully  offset  by  changes  in  limits. — 
From  a  study  of  this  table  the  lagging  tendency  of  the  readjustment 
of  limits  will  be  clearly  apparent.  Thus,  during  the  period  from  the 
1st  of  October  to  the  middle  of  November  the  discount  of  the  January 
future  price  increased  from  about  40  points  to  about  80  points,  a  net 
widening  of  40  points.  During  this  interval  the  limits  off  narrowed 
only  from  65  points  to  40  points,  or  by  only  25  points,  an  amount 
insufficient  to  fully  offset  the  increase  in  the  discount.  By  the  end 
of  December  the  discount  was  about  115  points,  a  net  increase  since 
October  1  of  approximately  75  points.  The  limits  in  this  interval  had 
changed  from  65  points  off  to  15  points  on,  or  by  80  points.  By  this 
time,  therefore,  the  readjustment  of  limits  had  caught  up  with  the 
increase  in  the  discount.  During  most  of  January  this  readjustment 
was  maintained. 

The  table  indicates,  therefore,  that  the  effect  of  the  abnormal 
discount  of  the  future  price  was  most  marked  in  the  initial  stages  of 
that  discount.  This  is  altogether  logical,  since  at  this  time  merchants 
were  unable  to  know  whether  the  abnormal  discount  would  prove  to 
be  merely  temporary  or  whether  it  would  be  long  continued.  There- 
fore they  did  not  promptly  readjust  their  limits.  During  the  interval 
that  they  delayed  such  readjustment  it  is  obvious  that  producers  who 
sold  their  cotton  on  the  basis  of  such  limits  and  such  future  prices 
were  injured. 

Roughly  speaking,  any  incompleteness  of  such  adjustment  means 
some  divergence  between  the  prices  paid  producers  and  the  true 
market  value  of  cotton  as  indicated  by  prices  at  central  markets. 
This  in  turn  means  an  injury  to  producers  as  a  result  of  the  defects  of 
the  future  system.  This  may  best  be  seen  from  a  study  of  limits  in 
connection  with  the  figures  of  the  last  column  in  the  table,  which  show 
the  relative  margin  between  the  producers'  price  (this  being  arrived 
at  by  combining  with  the  basis  future  the  limits  on  or  off)  and  the  spot 
price  at  New  York. 

It  should  be  repeated  that  the  margins  here  given  are  not  to  be  con- 
sidered as  actual  margins,  but  instead  that  it  is  the  change  in  these 
margins  at  different  times — that  is,  their  relative  movements — that  is 
the  important  thing.  While  the  margin  may  be  approximately  cor- 
rect for  a  large  number  of  points,  it  would  not  apply  to  others  taking 
a  different  freight  rate.  The  relative  movement  of  the  margin  for  all 
points,  however,  is  substantially  the  same.  Again,  it  should  not  be 
understood  that  the  disparity  between  the  increase  in  the  discount 
and  the  offsetting  movement  of  limits  exactly  measures  the  injury  to 
producers.  No  precise  measurement  of  this  effect  is  attempted, 
because  of  the  minor  elements  of  uncertainty  noted  elsewhere. 

This  comparison  may  more  clearly  be  seen  by  reference  to  chart  4, 
opposite  page  74,   this  chart  being  generally  similar  to  chart  3, 
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except  that  the  limits  are  weekly  instead  of  for  dates  of  change. 
From  this  chart  it  will  be  seen  that  during  October  the  New  York 
future  price  (represented  by  the  dotted  black  line)  was  at  only  a 
moderate  margin  or  discount  from  the  New  York  spot  price  (shown  by 
the  heavy  black  line).  At  this  time  the  indicated  interior  price 
(shown  by  the  red  line)  maintained  a  fairly  constant  margin  or  parity 
with  the  New  York  spot  price.  This  will  be  at  once  apparent  by  ref- 
erence to  the  red  curve  at  the  base  of  the  chart,  which  shows  the  mar- 
gin between  the  red  line  (interior  price)  and  the  heavy  black  line 
(New  York  spot  price)  in  the  upper  part  of  the  chart.  About  the 
middle  of  November,  however,  the  New  York  future  price  declined 
relatively  to  the  New  York  spot  price.  Thus  the  discount  which  had 
ranged  generally  below  50  points  (one-half  cent)  widened  out  to  about 
100  points.  The  interior  price  was  obviously  depressed  because  of 
this  increasing  discount  of  the  future  price.  This  is  shown  by  the 
fact  that  the  margin  between  the  solid  black  line  and  the  red  line 
also  increased  materially' during  the  latter  half  of  November.  This 
may  be  still  better  seen  by  reference  to  the  margin  curves  at  the 
bottom  of  the  chart,  which  show  that  this  initial  widening  of  the 
discount  of  the  future  price  (here  shown  by  the  light  black  line)  was 
inunediately  accompanied  by  a  decided  widening  of  the  margin  be- 
tween the  interior  price  and  the  New  York  spot  price  (shown  by  the 
red  line). 

In  the  early  part  of  December  the  interior  price  (indicated  by  the 
red  line  in  the  upper  part  of  the  chart)  began  to  show  considerable 
indiflFerence  to  the  New  York  future  price.  Thus,  by  the  middle  of 
December  the  interior  price  had  risen  above  the  New  York  future 
price;  that  is,  the  buying  limits  had  changed  from  off  to  on,  and  the 
margin  between  the  interior  price  and  the  New  York  spot  price  nar- 
row^ed  sharply.  This  readjustment,  it  may  be  noted,  was  more 
marked  than  in  the  case  of  the  limits  shown  in  chart  3. 

This  chart,  therefore,  clearly  shows  that  the  adjustment  of  limits 
to  offset  the  abnormal  discount,  while  marked,  was  not  complete  at 
all  times  and  was  not  immediate.  The  facts  shown,  substantiated 
as  they  are  by  a  large  amount  of  similar  evidence,  and  in  view  of 
the  custom  of  basing  limits  upon  the  future  price,  make  the  con- 
clusion inevitable  that  the  divergence  between  the  red  line  ftnd  the 
solid  black  line  is  directly  attributable  to  the  divergence  betw^een 
the  dotted  black  line  and  the  solid  black  line.  In  other  words,  the 
relative  depression  of  the  interior  price  was  due  to  the  abnormal 
depression  of  the  New  York  future  price.  The  relation  is  one  of 
cause  and  effect.  The  significance  of  this  is  that  the  improper 
methods  of  conducting  future  trading  on  the  New  York  Cotton 
Exchange  had   an   appreciable,  although   somewhat   intermittent. 


WITH  PRICE  OF 
1907. 
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effect  upon  prices  paid  producers  of  cotton.  Since  the  future  price  is 
so  largely  used  by  cotton  merchants,  and,  indeed,  is  their  basis  in  spot 
.transactions,  it  is  altogether  natural  that  abnormal  changes  in  it 
should  influence  them  in  their  dealings  with  producers. 

Section  4.  Changes  in  buying  limits  of  merchants  using  New  Orleans 
market  as  a  basis  in  1906-7. 

The  limits  of  merchants  using  the  New  Orleans  market  may  now 
be  considered  in  connection  with  the  future  price  in  that  market. 
In  New  Orleans,  it  will  be  recalled,  the  parity  between  the  spot  and 
the  future  price  was  much  better  maintained  than  at  New  York. 
Nevertheless,  the  New  Orleans  future  price  itself  for  a  time  in  Novem- 
ber and  December,  1906,  and  again  in  the  spring  of  1907,  fell  to  what 
for  that  market  was  an  unusual  discount,  although  small  as  compared 
with  the  discount  at  New  York. 

As  shown  in  Part  I  this  widening  of  the  New  Orleans  discount  was 
apparently  due  in  large  measure  to  incorrect  contract  differences. 
Under  the  New  Orleans  system,  however,  the  error  could  be  and  was 
speedily  corrected,  and  the  discount  soon  returned  to  a  normal  figure, 
whereas  at  New  York  it  remained  unduly  wide  throughout  the  season. 
It  is  moreover  a  fair  question  whether  the  temporary  increase  in  the 
New  Orleans  discount  was  not  partly  due  to  the  much  more  abnormal 
discount  at  New  York. 

Changes  in  limits  of  a  firm  of  New  Orleans  merchants. — The 
eflFect  of  this  unusual  increase  in  the  New  Orleans  margin  upon  buying 
limits  was  similar  tp  that  of  the  abnormal  discount  at  New  York.  This 
will  be  apparent  from  Table  6,  which  compares  the  buying  limits  of  a 
firm  of  New  Orleans  merchants  using  New  Orleans  future  quotations 
as  their  basis  for  interior  purchases,  with  the  discount  of  the  future 
price.  This  table  is  generally  similar  to  Table  4,  except  that  all 
changes  in  limits  are  shown,  and  not  merely  a  weekly  record.  The 
basis  was  for  a  grade  of  cotton  practically  identical  with  New  Orleans 
middling.  The  limits  were  for  cotton  delivered  f .  o.  b.  ship's  side  at 
New  Orleans,  and  included  cost  of  transportation  and  some  other  in- 
cidental charges  from  the  interior.  For  this  reason  the  limits,  like 
those  given  in  Table  4,  are  usually  on;  that  is,  above  the  contract 
price.  In  order  to  make  them  more  readily  comparable  with  those 
given  in  the  preceding  discussion,  there  has  been  deducted  a  uniform 
allowance  of  0.50  cent  to  cover  cost  of  transportation  and  incidental 
charges.  While  there  were  no  blanket  rates  in  effect  in  the  territory 
represented  by  this  table,  it  was  ascertained  that  such  a  deduction 
would  be  representative  of  the  transportation  and  other  charges  for  a 
nximber  of  points.  In  any  event,  such  a  deduction  is  entirely  war- 
ranted, since,  as  already  explained,  it  does  not  in  the  slightest  way 
affect  the  relative  movement,  which  is  the  important  thing  to  consider. 
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COTTON   EXCHANGES — EFFECT   OF  FUTURE  CONTRACTS. 


Table  6.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THK 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN  LIMITS. 
SEPTEMBER  21,  1906,  TO  MARCH  12,  1907. 

[A  minus  margin  indicates  that  the  fature  price  was  at  a  premium  over  the  spot  middling  price.] 


Date. 


1906-7. 
September  21... 

October  2 

Octobers 

October  10 

October  11 

October  15 

October  17 

October  20 

Novembers 

November  15... 
November  22... 
November  27... 

December  4 

January  7 

January  10 

January  18 

January  22 

February  4 

March  12 


Basis  month 
used. 


December. 

....do 

do 

....do 

....do 

do 

....do 


.do. 


do... 

January. 
....do... 


.do. 


....do. 
March. 
do. 


.do. 
.do. 
.do. 


May. 


Future 

price, 

basis 

month. « 


CenU. 

9.22 

10.22 

10.25 

10.64 

n.oo 

n.30 
11.04 
10.65 
9.68 
10.00 
10.56 
11.02 
10.45 
10.53 
10.48 
10.13 
10.14 
10.11 
10.54 


New 

Orleans 

spot 

price. 


Cents. 

9.31 

10.25 

10.38 

10.75 

n.oo 

n.38 
11.38 

n.oo 

9.88 
10.19 
10.63 

n.i9 

10.88 
10.50 
10.56 
10.38 
10.88 
10.44 

n.oo 


Discount 

of  future 

price. 


Limits. 


Doduo- 
tJons  for 

freight 

and 

expenses. 


Net  (con- 

stnictlvc) 

limits. 


Cent. 


0.09 
.03 
.13 
.11 
.00 
.08 
.34 
.35 
.20 
.19 
.07 
.17 
.43 

-.03 
.06 
.25 
.24 
.33 
.46 


Cent. 
0.19  on., 
0.15  on. 
0.18  on., 
0.21  on.. 
0.18  on.. 
0.21  on.. 
0.25  on.. 
0.22  on. . 
0.25  on  6. 
0.25  on.. 
0.34  on . . 
0.37  on . . 
0.40  on.. 
0.37  on.. 
0.43  on. . 
0.49  on.. 
0.56  on.. 
0.62  on.. 
...do 


I 


I 


I 


CttU. 
0.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 


Cent. 
'  0.31  off. 

a  35  off. 
!  0.32  off. 
I  0.29aff. 

a  32  off. 
1  0.29  off. 
:  0. 25  off. 
:  0. 28  off. 

0.25  off. 
Do. 

0. 16  off. 

0. 13  off. 

0. 10  off. 

0. 13  off. 

0. 07  off. 

a  01  off. 

0.0ft  01. 
0.12  OB. 

Do. 


I 


a  First  quotation. 


b  Limits  changed  slightly  during  the  day. 


From  this  table  it  will  be  seen  at  once  that  the  discount  of  the 
New  Orleans  future  price  was  very  much  smaller,  and  at  the  same 
time  more  regular,  than  the  corresponding  discount  in  the  case  of 
the  New  York  market.  Thus  the  extreme  discount  of  the  New 
Orleans  price,  as  shown  in  Table  6,  was  only  46  points,  whereas  the 
discount  of  the  New  York  future  price,  as  shown  in  Table  2,  at  one 
time  amounted  to  172  points. 

This  greater  uniformity  of  the  New  Orleans  discount  was  reflected 
in  greater  steadiness  of  the  limits  of  these  New  Orleans  merchants. 
Thus,  whereas  the  limits  of  the  Oklahoma  merchants  using  the 
New  York  future  as  a  basis,  as  given  in  Table  2,  showed  a  fluctuation 
of  about  90  points,  and  those  given  in  Table  4  (which  were  also  based 
on  the  New  York  market)  an  extreme  fluctuation  of  135  points,  the 
limits  of  these  merchants  using  New  Orleans  futures  as  a  basis 
ranged  only  from  15  to  62  points,  a  fluctuation  of  but  47  points." 

In  the  main  this  table  shows  the  same  two  conflicting  tendencies 
that   were   brought   out   by   previous   tables   and   charts — ^first,  a 

a  It  will  be  understood  that  these  comparisons  are  baaed  on  the  condensed  tabled 
covering  only  specified  dates.  The  daily  comparisons^  of  course,  show  the  move- 
ments in  greater  detail. 


EFFECT  ON   PRICES  PAID  PRODUCEKS. 


77 


tendency  of  the  limits  to  offset  abnormal  discounts  of  the  future  price, 
and  second,  the  opposing  tendency  of  the  future  price  intermittently 
but  frequently  to  depress  the  producer's  price  relatively  to  the  New 
Orleans  spot  price. 

The  counterbalancing  tendency  is  seen  from  the  fact  that  against 
an  increase  in  the  discount  from  9  points  on  September  21  to  46 
points  on  March  12  the  net  limits  changed  from  31  points  off  to  12 
points  on;  that  is,  as  the  discount  of  the  future  price  became  unusually 
wide,  these  merchants  changed  their  limits  in  the  contrary  direction. 
This  indicates,  of  course,  that  producers  did  not  suffer  the  full  effect 
of  the  abnormal  discount  of  the  future  price. 

At  the  same  time,  even  these  increases  in  the  New  Orleans  discount 
did  exert  temporarily  a  dragging  influence  upon  the  interior  price 
to  the  producer.  This  is  best  seen  from  Table  7,  which  gives  a  daily 
comparison  of  these  limits  with  the  discount  of  the  New  Orleans 
future  price,  similar  to  those  given  for  the  New  York  market  in 
Tables  3  and  5. 


Table  7.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEMBER  21,  1906,  TO 
MARCH  12, 1907. 

[A  minus  margin  Indicates  that  the  future  price  was  at  a  premium  over  the  spot  middling  price.] 


Date. 


1906-7. 


September  21. 
September  22. 
September  24. 
September  25. 
September  26. 
September  27. 
September  28. 
September  29. 

October  1 

October  2 

Octobers 

October  4 

Octobers 

October  6 

Octobers.... 

October  9 

October  10... 
October  11... 
October  12... 
October  13... 
October  16... 


Basis  month 
used. 


December. 
....do.... 

do 

do.... 

....do 

....do 

....do.... 

....do 

....do 

-...do.... 

....do 

...-do.... 
....do.... 

....do 

....do.... 

....do 

....do.... 
....do.... 
....do.... 
....do.... 
....do.... 


Future 

price, 

oasis 

month,  a 


Cent9. 

9.22 

9.19 

9.14 

9.14 

9.19 

9.24 

9.27 

9.33 

9.82 

10.22 

10.40 

10.11 

11.00 

10.80 

10.25 

10.53 

10.64 

11.00 

11.00 

11.10 

11.30 

a  First  quotation. 


New 
Orleans 

spot 
price. 


Ceriis. 

9.31 

9.25 

9.19 

9.19 

9.19 

9.25 

9.25 

9.38 

9.69 

10.25 

10.13 

10.25 

10.75 

10.75 

10.38 

10.56 

10.75 

11.00 

U.OO 

11.19 

11.38 


Discount 

of  future 

price. 


Ctnt. 
0.09 
.06 
.05 
.05 
.00 
.01 

-  .02 
.05 

-  .13 
.03 

-  .27 
.14 

-  .25 

-  .05 
.13 
.03 
.11 
.00 
.00 
.09 
.08 


Net  (con- 
structive) 
limits. 


Cent. 
0.31  off... 

...do 

...do 

...do 

...do 

...do 

...do , 

...do 

...do 

0.35  off... 

...do , 

...do 

...do 

..  .do , 

0.32  off..., 

...do , 

0.29ofT..., 
0.32  off... 

...do 

...do 

0.29  off.... 


Margin 
between 

N.  O. 
spot  and 
Indicated 

interior 

prices. 


Cera. 
0.40 
.37 
.36 
.36 
.31 
.32 
.29 
.36 
.18 
.38 
.08 
.49 
.10 
.30 
.45 
.35 
.40 
.32 
.32 
.41 
.37 
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Tablb  7.— comparison  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEICBER  21,  190ft,  TO 
MARCH  12, 1907— Continued. 


Date. 


1905-7. 

October  16 December. 

October  17 do 

October  18 do 

October  19 do 

October  20 do 

October  22 do 

October  23 do 

October  24 do 

October  25 do 

October  26 do 

October  27 do 

October  29 do 

October  30 do 

October  31 do 

November  1 do 

November  2 do 

November  3 do 

November  5 do 

November  7 do 

Novembers do 

November  9 do 

November  10 do 

November  12 do 

November  13 do 

November  14 do 

November  15 January 

November  16 do 

November  17 ' do 

November  19 1 do 

NovemlK?r  20 1 do 

November  21 do 

November  22 do 

November  23 do 

November  24 do 

November  26 ' do 

November  27 | do 

November  28 ' do 

....do 

....do 


Basis  month 
used. 


November  30 

December  1 

December  3 ' do 

December  4 1 do 

Decembers ' do 


Future 
price, 
oasis 

month. 


CenU. 
1L25 
11.04 
11.16 
10.87 
10.65 
11.05 
10.98 
10.98 
10.97 
iaS6 
10.35 
10.19 
10.21 

iai4 


December  6 

..do 

Decemlier  7 

1 

1 do 

December  8 

1 
do 

Dt'C'embor  10 

December  11 

do 

do 

10.01 

9.87 

9.88 

9.72 

9.68 

9.95 

9.44 

9.44 

9.65 

9.97 

10.00 

10.26 

10.37 

10.55 

10.45 

10.31 

10.56 

10.34 

10.66 

10.74 

n.02 

10.75 

10.94 

10.83 

10.54 

10.45 

10.43 

10.52 

10.40 

10.47 

10.30 

10.46 


New 
Orleans 

spot 
price. 


Centt. 
11.38 
U.38 
n.38 
11.13 
11.00 
11.00 
10.94 
11.00 
ia88 
10.60 
10.56 
10.38 
10.38 
10.31 
10.31 
iai3 
10.00 
10.00 
9.88 
9.88 
9.75 
9.63 
9.75 
9.75 
10.00 
10.19 
ia44 
10.44 
10.56 
10.56 
10.63 
10.63 
10.81 
10.94 

n.i9 

n.l9 
1L19 
11.38 
n.38 
11.00 
10.88 
10.88 
10.76 
10.75 
10.75 

iao9 

ia44 


Discount 

of  nature 

price. 


CViK. 
0.13 
.34 
.22 
.26 
.35 

-  .05 

-  .04 
.02 

-  .09 
.13 
.21 
.19 
.17 
.17 


.12 
.13 
.12 
.16 
.20 

-  .20 
.19 
.31 
.10 
.03 
.19 
.18 
.07 
.01 
.11 
.32 
.07 
.47 
.28 
.45 
.17 
.44 
.44 
.55 
.46 
.43 
.45 
.23 
.35 
.28 
.30 

-.02 


Net  (con- 

stractlTe) 

limits. 


Cent. 

0.29  off. 
'  0.25  off. 
...do... 
...do... 

0.28  off. 
...do.... 
...do... 
...do... 
...do... 
...do... 
...do... 
...do..... 

...do 

...do.... 
...do.... 
...do.... 
...do.... 
...do.... 

...do ; 

0.25 off...  ' 

...do 

...do 

...do 

...do 

do 

...do 

...do 

...do 

...do 

...do 

...do 

0.16  off... 

...do 

...do 

. .  .do.  ....< 

0.13  off.... 

. . .do 

...do 

...do 

...do 

0.10  off.... 

...do 

...do 

...do 

...do 

•  • sUU*  m • • • * 


Margin 
between 

N.O. 
spot  and 
indicated 

interior 

prices. 


Cent. 

a42 

.47 
.51 
.63 
.23 
.24 
30 
.19 
.41 
.49 
.47 
.45 
.45 


.49 

.41 

.40 

.44 

.45 

.06 

.44 

.» 

.35 

.28 

.44 

.43 

.32 

.26 

.36 

.57 

.23 

.63 

.44 

.61 

.30 

.57 

.57 

.68 

.80 

.53 

.56 

.33 

.45 

.38 

.40 

.OS 
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Tablk  7.-COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEMBER  21,  1906,  TO 
MARCH  12, 1907— Continued. 


Date. 


190fr-7. 


December  12. 
December  13. 
December  14. 
December  15. 
December  17- 
December  18. 
December  19. 
December  20. 
December  21 . 
December  27. 
December  28. 
December  29. 

January  2 

Januarys 

January  4 

Januarys 

January  7 

Januarys 

January  9 

January  10... 
January  11... 
January  12... 
January  14... 
January  15... 
January  16. . . 
January  17... 
January  18... 
January  19... 
January  21 . . . 
January  22... 
January  23... 
January  24... 
January  25... 
January  28... 
January  28... 


Baals  month 
used. 


January. 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

March . . . 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 


January  29 ' do . 

January  30 ' do. 

January  31 ' do . 

February  1 | do. 

February  2 do . 

February  4 j do. 

February  6 do . 

February  6 1 do . 

February  7 do. 

February  8 do. 


Future 
price, 
basis 

month. 


February  9. 
February  11. 


.do. 
.do. 


CenU. 
9.79 
10.02 

9.95 

10.02 

10.01 

9.90 

9.87 

10.00 

9.86 

9.84 

10.03 

10.03 

10.13 

10.11 

10.27 

10.53 


10.33 
10.48 
10.38 
10.30 
10.13 
10.06 
10.14 
10.11 
10.13 
10.12 
10.19 
10.14 
10.18 
10.17 
10.19 
10.21 
10.24 
10.26 
10.20 
10.10 
10.12 
10.13 
10.11 
10.23 
10.21 
10.42 
10.36 
10.37 
10.33 


New 

Orleans 

spot 

price. 


Cent*. 
10.19 
10.25 
10.13 
10.25 
10.25 
10.25 
10.25 
10.25 
10.25 
10.13 
10.19 
10.19 
10.25 
10.31 
10.31 
10.50 
10.50 
ia56 
10.56 
10.56 
10.63 
10.50 
10.44 
10.44 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.44 
10.44 
10.50 
10.56 
10.56 
10.50 
10.50 
10.50 
10.44 
10.44 
10.44 
10.44 
10.50 
10.56 
10.56 
10.56 


Discount 

of  future 

price. 


Cent. 
0.40 
.23 
.15 
.30 
.23 
.24 
.35 
.38 
.25 
.27 
.35 
.16 
.22 
.18 
.20 
.23 
-.03 

.23 
.08 
.25 
.20 
.31 
.38 
.24 
.27 
.25 
.26 
.19 
.24 
.20 
.27 
.25 
.29 
.32 
.30 
.30 
.40 
.38 
.31 
.33 
.21 
.23 
.08 
.20 
.19 
.23 


Net  (con- 
structive) 
limits. 


Cent. 

0.10  oft . 

...do 

...do.... 

...do 

...do 

...do.... 

...do 

...do 

...do.-.. 
...do.... 

...do 

...do.... 

...do 

...do 

...do.... 
...do.... 

0.13  off.. 
...do.... 
...do.... 

0.07  off., 

...do 

...do.... 
...do--.. 
...do.... 

...do 

...do 

0.01  off.. 

...do 

...do 

0.06  on. 

...do 

...do 

...do.... 

...do 

...do-... 
...do.... 

...do 

...do 

...do 

...do 

0.12  OB. 
...do.... 

...do 

...do.... 
...do.... 
...do.... 
. . .do. . . , 


Margin 
between 

N.  O. 
spot  and 
indicated 

interior 

prices. 


Cent. 
0.50 
.33 
.26 
.40 
.33 
.34 
.45 
.48 
.35 
.37 
.45 
.26 
.32 
.28 
.30 
.33 
.10 


.36 
.15 
.32 
.27 
.38 
.45 
.31 
.34 
.26 
.27 
.20 
.18 
.14 
.21 
.19 
.23 
.26 
.24 
.24 
.34 
.32 
.25 
.21 
.09 
.11 
-.04 
.08 
.07 
.11 
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Table  7.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEMBER  21.  1906,  TO 
MARCH  12, 1907— Continued. 


Date. 


19Q&-7. 


Febraary  13. 
February  14. 
Febraary  16. 
Febraary  16. 
Febraary  18. 
February  19. 
Febraary  20. 
Febraary  21 . 
Febraary  25. 
Febraary  26. 
Febraary  27. 
Febraary  28. 

Mutih  1 

March  2 

Mut!h4 

March  5 

March  6 

March  7 

March  8 

March  9 

March  11.... 
March  12 


Basis  month 
used. 


March 

do. 

do. 

do- 

do. 

do. 

do. 

do. 

....do. 
....do. 
....do. 

do. 

do. 

do. 

do. 

....do. 

do. 

....do. 
....do. 

do. 

....do. 


May. 


Future 
price, 
basis 

month. 


Cents, 
10.35 
10.20 
10.19 
iai7 
10.13 
10.07 
9.94 
10.03 
10.16 
10.22 
10.25 
10.30 
10.45 
ia36 
10.45 

o  10.43 
10.36 
10.49 
10.52 
10.44 
a  10.43 
10.54 


New 

Orleans 

spot 

price. 


Centt. 
10.50 
10.44 
ia44 
10.44 
10.44 
10.44 
10.44 
10.44 
10.44 
10.50 
10.56 
10.63 
10.63 
10.69 
10.75 
10.75 
10.88 
1L06 
n.06 
11.06 
11.06 
11.00 


Discount 

of  future 

price. 


Cent. 
0.15 
.24 
.25 
.27 
.31 
.37 
.50 
.41 
.28 
.28 
.31 
.33 
.18 
.33 
.30 
.32 
.52 
.57 
.54 
.62 
.63 
.46 


Net  (con- 

8  tractive) 

limits. 


Margin 

betveen 

N.O. 

spot  and 

indicated 

intnior 

prices. 


Cent. 

CenL 

0.12  om... 

0.(B 

...do 

.12 

...do 

M 

do 

.15 

...do 

.19 

...do 

.25 

...do 

.38 

...do 

.29 

...do 

.16 

...do 

.16 

...do 

.19 

...do 

.21 

...do 

.06 

...do 

.21 

...do 

.18 

...do 

.20 

...do 

.40 

...do 

.45 

...do 

M 

...do 

.50 

...do 

.51 

...do 

.34 

a  Price  between  first  and  second  call. 


From  this  table  it  will  be  seen  that,  broadly  speaking,  the  discount 
of  the  New  Orleans  future  price  was  comparatively  steady  from  the 
21st  of  September  to  the  21st  of  November.  During  a  part  of  this 
time  it  was  at  a  slight  premium,  and  for  a  large  part  of  the  period  the 
discount  was  less  than  15  points;  the  greatest  discount,  moreover,  was 
35  points  (on  October  20),  and  a  discount  of  more  than  20  points  was 
exceptional.  In  the  latter  part  of  November,  on  the  other  hand, 
the  discount  widened  out  sharply,  and  was  fairly  wide  during  the 
greater  part  of  December.  It  is  significant  that  this  widening  of  the 
discount  occurred  almost  instantly  after  the  meeting  of  the  New 
York  revision  committee  on  November  21.  This  su^ests  that  the 
depressing  influence  of  that  revision  upon  the  New  York  future  price 
was  felt  sympathetically  at  New  Orleans. 

Roughly  speaking,  the  New  Orleans  discount  during  the  closing 
days  of  November  and  the  early  part  of  December  ranged  around  45 
pointsj  an  increase  of  approximately  35  points  over  the  average  dis- 
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count  during  October  and  the  first  half  of  November.  The  net  limits, 
in  the  meantime,  narrowed  only  from  about  30  points  oflF,  on  the  aver- 
age, to  10  points  oflF,  or  by  20  points.  This  change  in  the  limits  was 
therefore  insufficient  to  offset  fully  the  increase  in  the  discount.  This 
is  more  clearly  seen  by  reference  to  the  last  column  of  the  table,  which 
shows  the  margin  between  the  New  Orleans  spot  price  and  the  indi- 
cated interior  price.  Thus  that  margin  which  during  the  period  from 
September  21  to  November  20,  inclusive,  averaged  37  points,  for  the 
period  from  November  21  to  December  10,  inclusive,  averaged  50 
points.  This  indicates  that  the  increase  in  the  discount  temporarily 
caused  a  depression  of  the  interior  price  in  its  relation  to  the  spot  price 
at  New  Orleans.  As  previously  explained,  it  is  not  intended  to  say 
that  this  depression  was  precisely  the  amount  of  this  increase  in  the 
margin.  This  discussion  is  intended  to  show  the  nature  of  the  effect 
of  such  discounts  rather  than  the  extent. 

In  the  latter  part  of  December  the  discount  of  the  New  Orleans  price 
became  narrower.  Since  the  limits  remained  unchanged  this  means 
that  the  interior  price  returned  to  a  more  nearly  normal  relationship 
with  the  New  Orleans  spot  price.  This  situation,  broadly  speaking, 
was  maintained  during  most  of  January  and  February.  In  the  early 
part  of  March,  however,  the  discount  again  became  pronounced,  and 
this  was  not  accompanied  by  an  increase  of  the  limits.  The  effect 
of  this  is  seen  in  the  fact  that  the  average  margin  between  the  New 
Orleans  spot  price  and  the  interior  price  during  the  first  twelve  days 
of  March  was  33  points  as  compared  with  16  points  in  February. 

This  lagging  movement  of  the  limits  is  best  seen  by  reference  to 
chart  5,  opposite  page  82,  which  compares  these  limits  and  the  New 
Orleans  spot  and  future  prices,  respectively,  in  the  same  manner  as 
the  corresponding  prices  for  the  New  York  market  were  compared  in 
charts  3  and  4. 

From  this  chart  it  will  be  seen  that  although  the  producer's  price 
(represented  by  the  red  line)  showed  considerable  independence  of 
the  New  Orleans  future  price  (represented  by  the  dotted  black  line) ,  in 
that  after  remaining  below  the  future  price  up  to  the  middle  of  Janu- 
ary it  crossed  that  price  and  remained  above  it  for  the  balance  of  the 
period,  nevertheless  the  margin  between  the  producer's  price  and  the 
New  Orleans  spot  price  (that  is,  the  margin  between  the  heavy  black 
line  and  the  red  line)  was  almost  invariably  greatest  at  those  times 
when  the  discount  of  the  future  price  was  greatest.  The  only  excep- 
tion was  in  the  first  half  of  October,  when  a  rather  sharp  squeeze  in 
the  future  market  narrowed  the  discount  of  the  future  price  without 
bringing  an  altogether  complete  response  in  the  limits.  About  the 
middle  of  October,  however,  when  the  discount  of  the  future  price 
widened  out,  the  margin  between  the  New  Orleans  spot  price  and  the 
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producer's  price  also  increased.  Again,  toward  the  close  of  Novem- 
ber, the  future  price  went  to  a  wider  discount  than  usual  and  pulled 
down  the  producer's  price  with  it.  From  the  middle  of  December  to 
the  end  of  February  the  discount  of  the  future  price  was  smaller  and 
the  margin  between  the  red  line  and  the  solid  black  line  again  nar- 
rowed. In  the  early  part  of  March  the  future  price  again  went  to  an 
unusual  discount,  and  while  the  net  limits  during  this  interval  were 
''on"  the  future  price,  nevertheless  the  chart  clearly  shows  that  this 
renewed  increase  in  the  discount  of  the  future  price  caused  a  distinct 
divergence  of  the  red  line  from  the  solid  black  line. 

Therefore  while  this  chart  and  the  table  undoubtedly  show  a 
marked  counterbalancing  tendency  of  limits,  they  also  indicate  with 
equal  clearness  that  this  counterbalancing  tendency  was  not  effected 
with  sufficient  promptness  to  prevent  a  temporary  and  intermittent 
depression  of  the  producer's  price  relative  to  the  New  Orleans  spot 
price.  It  should  be  repeated  that  these  charts  are  not  intended  to 
present  a  measurement  of  this  depression,  but  rather  the  tendency 
of  abnormal  discounts  to  cause  some  depression  of  prices  paid  pro- 
ducers. 

This  chart  is  also  of  importance  as  showing  that  fluctuations  in  the 
New  Orleans  discount  were  much  less  violent  than  those  in  the  New 
York,  discount.  This  will  be  at  once  apparent  from  a  comparison 
of  chart  5  with  charts  3  and  4. 

Changes  in  limpts  of  a  fhim  of  Alabama  merchants. — In  Table 
8  are  given  the  limits  of  a  firm  of  Alabama  merchants  likewise  using 
the  New  Orleans  future  market  as  a  basis  for  their  transactions  with 
producers.  This  table  shows  all  changes  in  the  limits  of  these  mer- 
chants during  the  active  buying  season  of  1906-7.  These  limits  were 
for  cotton  f.  o.  b.  New  Orleans,  and  include  an  allowance  for  trans- 
portation from  interior  points  as  well  as  for  incidental  charges.  As 
in  the  case  of  the  limits  of  the  New  Orleans  merchants,  given  in  Table 
6,  there  were  no  blanket  rates  which  applied  throughout  the  territory 
in  which  this  Alabama  firm  operated.  There  has  been  deducted  from 
the  actual  limits,  however,  an  allowance  of  0.50  cent  to  cover  such 
transportation  and  incidental  costs.  As  previously  explained,  while 
this  allowance  is  an  arbitrary  one  and  applicable  to  only  a  certain 
number  of  points,  it  does  not  affect  the  relative  movement  of  prices 
and  therefore  in  no  way  impairs  the  value  of  the  comparisons  herein 
made.  Instead,  as  already  pointed  out,  it  facilitates  such  compari- 
sons, in  that  it  is  somewhat  awkward  to  use  figures  which  apparently 
indicate  a  buying  price  for  cotton  in  the  interior  considerably  above 
the  price  at  ports. 


fOUS  INTERIOR 
MBER  21.  1906, 
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Table  8.-^0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN  LIMITS, 
SEPTEMBER  8, 1006,  TO  APRIL  30, 1907. 


(A  minus  mugln  indicates  that  the  fatnre  price  was  at  a  premium  over  the  spot  middHng  price.] 

Date. 

Basis  month 
used. 

• 

Future 
month.a 

New 

Orleans 

spot 

price. 

Discount 

of  future 

price. 

Limits. 

Deduc- 
tions for 
ftreight 
and 
expenses. 

Net(oon- 

structive) 

limits. 

1006-7. 
Septembers 

October 

. ....do. ....... 

Genu. 

0.06 

8.00 

0.12 

0.20 

0.24 

10.22 

10.11 

ia80 

11.00 

U.OO 

11.25 

ia87 

10.06 

10.56 

10.35 

0.72 

0.44 

0.65 

0.75 

10.00 

10.34 

10.66 

10.75 

0.06 

10.04 

10.13 

10.56 

ia54 

10.40 

10.58 

10.76 

11.06 

Oentg. 

0.13 

0.25 

0.31 

0.31 

0.25 

10.26 

10.25 

10.75 

n.00 

11.00 

11.38 

11.13 

ia04 

10.60 

10.66 

0.88 

0.75 

0.75 

0.75 

10.10 

10.81 

10.04 

11.10 

10.25 

10.26 

10.44 

ia75 

10.04 

10.04 

11.00 

11.13 

11.38 

0.06 
.26 
.10 
.11 
.01 
.03 
.14 

-.06 
.00 
.00 
.13 
.26 

-.04 
.13 
.21 
.16 
.31 
.10 
.00 
.10 
.47 
.28 
.44 
.27 
.21 
.31 
.10 
.40 
.45 
.47 
.37 
.32 

CenL 

0.18  on 

0.21  on 

0.26  on 

OJSon 

0.21  on 

0.15  on 

0.18  on 

...do 

...do 

0.21  on 

...do 

0.22  on 

...do — ... 
0.10  on.... 

0.22  on 

0.26  on 

0.28  on 

0.31  on 

0.25  on 

0.28  on 

0.34  on 

0.31  on 

0.34  on.... 

0.32  on 

0.20  on 

0.50  on 

0.44  on.... 

0.35  on 

0.44  on 

0.41  on 

0.44  on 

0.38  on 

Cent. 
0.50 
.50 
.50 
.60 
.60 
.50 
.60 
.60 
.50 
.50 
.50 
.50 
.60 
.60 
.50 
.50 
.60 
.50 
.50 
.50 
.60 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.60 
.50 

CetU. 
0.32  off. 

September  10 

0.20  off. 

September  15 

September  17 

do 

December 

.....  do. ....... 

0.25  off. 
0.28  off. 

September  27 

0.20  off. 

October  2 

.....  do. ....... 

0.35  off. 

October  4 

do. ....... 

0.32  otf. 

October  6 

October  11 

October  12 

do 

do 

do 

Do. 

Do. 

0.20  off. 

October  16 

October  10 

October  23 

October  26 

October  27 

November  7 

do 

do 

do 

do 

do 

do 

Do. 
0.28  off. 

Do. 
0.31  off. 
0.28  off. 
0.25  oft. 

Novembers 

November  13 

Do 

do 

do 

January 

do 

do 

do 

do 

March 

0.22  off. 
0.10  off. 
0.26  ofl. 

November  15 

November  24 

November  28 

December  15. 

0.22  ofl. 
0.16  ofl. 
0.10  off. 
0.16  ofl. 
0.18  ofl. 

December  18 

do 

0.21  ofl. 

February  18 

¥«roh5    . 

do 

May 

• 
Even. 

0.06  otf. 

AprfllO 

Do 

do 

July 

0.15  ofl. 
0.06  ofl. 

April  24 

do 

0.00  off. 

April  25 

. .do 

0.06  ofl. 

April  30 

do 

0.12  ofl. 

«Fli8t  quotation. 

Taking  this  table  in  its  entirety;  it  will  be  seen  that  the  fluctuation 
in  the  discount  was  comparatively  moderate.  The  extreme  range  was 
only  about  50  points,  and  for  the  most  part  the  fluctuation  was  con- 
fined to  a  range  of  less  than  30  points.  The  net  limits  varied  from 
an  extreme  of  35  points  off  to  "even."  The  movement  of  both  the 
discount  and  the  limits  was,  therefore,  decidedly  narrower  than  corre- 
sponding movements  in  the  case  of  the  New  York  market.  Further- 
more, it  will  be  seen  that  there  was,  in  a  general  way,  a  readjustment 
of  limits  to  offset  an  increase  in  the  discount.  Thus,  in  the  early 
part  of  the  season  the  discount,  in  the  main,  was  less  than  15  points, 
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and  the  net  limits  were  in  the  neighborhood  of  30  points  off.  By 
April  the  discount  had  widened  to  about  45  points,  while  the  limits 
had  changed  to  about  10  points  off. 

The  increase  in  the  discount  was,  therefore,  largely  offset  by  an 
increase  in  the  actual  limits  on,  or,  what  is  the  same  thing,  by  a 
narrowing  of  the  net  limits  off.  This  shows  clearly  that  the  whole 
extent  of  the  increase  in  the  discount  was  not  felt  by  producers. 

This  readjustment  of  limits  to  the  discount  is  more  clearly  brought 
out  by  Table  9,  which  gives  a  daily  comparison: 

Table  9.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEMBER  8,  1906,  TO 
APRIL  30,  1907. 

[A  minus  margin  indicates  that  the  future  price  was  at  a  premium  over  the  spot  middling  nrioe.] 


Date. 


1906-7. 


Septembers.. 
September  10. 
September  11 . 
September  12. 
September  13 . 
September  14. 
September  16 . 
September  17 . 
September  18 . 
September  19. 
September  20. 
September  21 . 
September  22. 
September  24 . 
September  25 . 
September  26. 
September  27 . 
September  28. 
September  29. 

October  1 

October  2 

Octobers 

October  4 

Octobers 

October  6 

Octobers 

October  9 

October  10... 
October  11... 
October  12... 
October  13... 

October  15 

October  16 


Basis  month 
used. 


October. . . 

do.... 

do.... 

do.... 

do.... 

do.,., 

do.... 

December. 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

do.... 

....do.... 

do.... 

do.... 

do.... 

....do.... 
....do.... 
....do.-.. 

do.... 

....do.... 

do.... 

do.... 

....do.... 


Future 
price, 
basis 

month.a 

New 

Orleans 

spot 

price. 

Discount 

of  future 

price. 

Cents. 

CenU. 

Oeja. 

9.08 

9.13 

0.05 

8.99 

9.25 

.26 

9.17 

9.25 

.06 

9.07 

9.25 

.18 

9.20 

9.31 

.11 

9.27 

9.31 

.04 

9.12 

9.31 

.19 

9.20 

9.31 

.11 

9.34 

9.31 

-.03 

9.21 

9.31 

.10 

9.21 

9.31 

.10 

9.22 

9.31 

.09 

9.19 

9.25 

.06 

9.14 

9.19 

.05 

9.14 

9.19 

.05 

9.19 

9.19 

.00 

9.24 

9.25 

.01 

9.27 

9.25 

-.02 

9.33 

9.38 

.05 

9.82 

9.69 

-.13 

10.22 

10.25 

.03 

10.40 

10.13 

-.27 

10.11 

10.25 

.14 

11.00 

10.75 

-.25 

10.80 

10.75 

-.05 

10.25 

10.38 

.13 

10.53 

10.56 

.03 

10.64 

10.75 

.11 

11.00 

11.00 

.00 

11.00 

11.00 

.00 

n.io 

11.19 

.09 

11.30 

11.38 

.08 

n.25 

11.38 

.13 

Net  (con- 
structive) 
limits. 


Margin 
between 

N.  O. 
spot  and 
Indicated 

interior 

prices. 


a  First  quotation. 


b  Limits  changed  slightly  on 


Cent. 

0.32  off.. 

0.29  off.. 

...do 

...do 

...do.... 
...do.... 

0.25  off.. 

0.28  off  {>. 

0.28  off.. 

...do 

...do.... 
...do.... 

...do 

...do 

...do 

...do.... 

0.29  off.. 
...do.... 
...do.... 
...do.... 

0.35  off.. 
...do.... 

0.32  off.. 
...do.... 
...do.... 
...do.... 

...do 

...do 

...do.... 

0.29  olT.. 

...do 

...do 

...do.... 

this  day. 


cent. 
0.37 
.56 
.37 
.47 
.40 
.33 
.44 
.39 
.25 
.38 
.38 
.37 
.34 
.33 
.33 
.28 
.30 
.27 
.34 
.16 
.38 
.06 
.46 
.07 
.27 
.46 
.35 
.43 
.32 
.29 
.38 
.37 
.42 
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Table  9.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEMBER  8,  1906,  TO 
APRIL  30,  1907— Continued. 


Date. 

Basis  month 
used. 

Future 

price, 

oasis 

month. 

New 
Orleans 

B]>0t 

price. 

Discount 

of  future 

price. 

Net  (con- 
structive) 
limits. 

Margin 
between 

N.  0. 
spot  and 
indicated 

interior 

prices. 

1906-7. 
October  17 

December 

do 

CenU. 
11.04 
11.16 
10.87 
10.65 
11.05 
10.98 
10.98 
10.97 
10.56 
10.35 
10.19 

ia2i 

10.14 

Centa, 
11.38 
11.38 
11.13 
11.00 
11.00 
10.94 
11.00 
iaR8 
ia69 
10.56 
10.38 
10.38 
10.31 
10.31 
10.13 
10.00 
10.00 
9.88 
9.88 
9.75 
9.63 
9.75 
9.75 
9.75 
10.00 
10.19 
10.44 
10.44 
10.56 
10.56 
10.63 
10.63 
10.81 
10.94 
11.19 
11.19 
11.19 
11.38 
11.38 
11.00 
10.88 
10.88 
10.75 
10.75 
10.75 
10.69 
10.44 
10.19 

Cent. 

0.34 
.22 
.26 
.35 

-.05 

-.04 
.02 

-.09 
.13 
.21 
.19 
.17 
.17 

Cent, 

0.29  off 

...do 

0.28  off.... 

...do 

...do 

...do 

...do 

...do 

0.31  off.... 

0.28  off.... 

...do 

...do 

...do 

...do 

Cent. 
0.63 

October  18 

.51 

October  19 

. . ..  .do. ....... 

.54 

October  20 

do 

.63 

October  22 

do 

.23 

October  23 

do 

.24 

October  24 

do 

.30 

October  25 

do 

.19 

October  26 

do 

.44 

October  27 

do 

.49 

October  29 

do 

.47 

October  30 

do 

.45 

October  31 

do 

.45 

November  1 

-. do 

November  2 

do 

10.01 

9.87 

9.88 

9.72 

9.68 

9.95 

9.44 

9.44 

9.66 

9.75 

10.00 

10.00 

10.26 

10.37 

10.55 

10.45 

10.31 

10.56 

10.34 

10.66 

10.74 

11.02 

10.75 

10.94 

10.83 

10.54 

10.45 

10.43 

10.52 

10.40 

10.47 

ia30 

10.46 

9.79 

.12 
.13 
.12 
.16 
.20 

-.20 
.19 
.31 
.10 
.00 
.00 
.19 
.18 
.07 
.01 
.11 
#32 
.07 
.47 
.28 
.45 
.17 
.44 
.44 
.55 
.46 
.43 
.45 
.23 
.35 
.28 
.39 

—.02 
.40 

...do 

...do 

...do 

0.25  off.... 

...do 

...do 

...do 

0.22  off.... 
0.19  off.... 
0.25  off.... 

...do 

0.22  off.... 

...do 

...do 

...do 

...do 

...do 

...do 

0.16  off.... 
0.19  off.... 

...do 

...do 

0.16  off.... 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

.40 

November  3 

do 

.41 

November  5 

do 

.40 

November  7 

do 

.41 

November  8 

do 

.45 

November  9 

do 

.05 

November  10 

do 

.44 

November  12 

do 

.53 

November  13 

do 

.29 

Do.i 

January 

....  .do. ....... 

.25 

November  14 

.25 

November  15 

do 

.41 

November  16 

do 

.40 

November  17 

....  .do. ....... 

.29 

November  19 

.....do 

.23 

November  20 

do 

.33 

November  21 

do 

.54 

November  22 

do 

.29 

November  23 

do ........ 

.63 

November  24 

do 

.47 

November  26 

do 

.64 

November  27 

do 

.36 

November  28 

do 

.60 

November  30 

do 

.60 

December  1 

do 

.71 

December  3 

do 

.62 

December  4 

do 

.59 

December  5 

do 

.61 

December  6 

do 

.39 

December  7 

do 

.51 

December  8 

do 

.44 

December  10 

....  .do. ....... 

.55 

December  11 

do 

.14 

December  12 

do 

.56 
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Table  9.-COMPARISON  OP  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES OP  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEMBER  8,  1906,  TO 
APRIL  30, 1907— ConUnued. 


Data 


1906-7. 

December  13 

December  14 

December  15 

December  17 

December  18 

December  19 

December  20 

December  21 

December  27 

December  28 

December  29 

January  2 

January  3 

January  4 

Januarys 

January  7 

Januarys 

January  9 

January  10 

January  11 

January  12 

January  14 

January  15 

January  16 

January  17 

January  18 

January  19 

January  21 

January  22 , 

January  23 

January  24 


January  25.. 
January  26.. 
January  28.. 
January  29.. 
January  30.. 
January  31 . . 
February  1 . 
February  2., 
February  4.. 
Februarys.. 
February  6. 
February  7.. 
Februarys.. 
February  9. . 
February  11. 
February  13. 
February  14. 


Basis  month 
used. 


January. 
do... 


March. 
....do. 
....do. 

do. 

.....do. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


.do. 
.do. 
.do. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


.do. 
.do. 
.do. 
.do. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Future 
price, 
oasis 

month. 


CtfUa. 

10.02 

9.98 

9.98 

10.05 

10.04 

9.97 

9.92 

10.03 

9.91 

9.97 

10.10 

10.10 

10.23 

iai9 

10.33 
10.53 


10.33 
10.48 
10.38 
10.30 
10.13 
10.06 
10.14 
10.11 
10.13 
10.12 
10.19 
10.14 
10.18 
10.17 
10.19 
10.21 
10.24 
10.26 
10.20 
10.10 
10.12 
10.13 
10.11 
10.23 
10.21 
10.42 
10.36 
ia37 
ia33 
10.35 
10.20 


New 

Orleans 

spot 

price. 


Onte. 
10.25 
10.13 
10.25 
10.26 
10.25 
10.25 
10.25 
10.25 
10.13 
10.19 
10.19 
10.25 
10.31 
10.61 
10.  SO 
10.60 
10.56 
10.56 
10.56 
10.63 
10.50 
10.44 
10.44 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.38 
10.44 
10.44 
10.  SO 
10.56 
10.56 
10.50 
10.50 
10.50 
10.44 
10.44 
10.44 
10.44 
10.50 
10.56 
10.56 
10.66 
10.50 
10.44 


Discount 

of  future 

price. 


Cent. 
0.23 
.15 
.27 
.20 
.21 
.28 
.33 
.22 
.22 
.22 
.09 
.15 
.08 
.12 
.17 
-.03 


.23 

.08 

.25 

.20 

.31 

.38 

.24 

.27 

.25 

.26 

.19 

.24 

.20 

.27 

.25 

.29 

.32 

.30 

.30 

.40 

.38 

.31 

.33 

.21  j 

.23  I 

.08  I 

.20 

.19  i 

.23  I 

.15 

.24  > 


Net  (con- 
structive) 
limits. 


Otnt. 

0.16ofl 

...do 

0.18  off 

...do 

0.21  off.... 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

. .  .do 

. .  .do 

. .  .do 

. .  .do 

. .  .do 

. .  .do 

. .  .do 

...do 

...do 

. .  .do 

...do 

. .  .do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

. . .do. . . . . . 

...do 

■  *  ■  UU  *  •  «  *  •  ■ 


Margin 
between 

N.O. 

spot  and 

indicftted 

Interior 

prices. 


Cent. 
0.30 
.31 
.45 


.54 
.48 
.43 
.43 
.30 
.36 
.29 
.83 
.38 
.18 


.44 

.29 
.46 
.41 
.53 
.50 
.45 
.48 
.46 
.47 
.40 
.45 
.41 
.48 
.46 
.50 
.53 
.51 
.51 
.61 
.60 
.52 
.54 
.42 
.44 
.29 
.41 
.40 
.44 
.86 
.46 
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Table  9.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY,  SEPTEMBER  8,  1906,  TO 
APRIL  30,  1907— Continued. 


Date. 

Basis  month 
used. 

Future 

price, 

oasis 

month. 

New 

Orleans 

spot 

price. 

Discount 

of  future 

price. 

Net  (con- 
structive) 
limits. 

Margin 
between 

N.  O. 

spot  and 

indicated 

interior 

prices. 

1906-7. 
Febniary  16 

March 

do 

do 

Onus, 
10.19 
10.17 
10.13 
10.07 
9.94 
10.03 
10.16 
10.22 
10.25 
10.30 
10.45 
10.36 
10.45 
10.56 
10.55 
10.67 
10.73 
10.62 
10.63 
10.54 
10.40 
10.36 
10.46 
10.42 
10.28 
10.26 
10.23 
10.25 
10.40 
10.13 
10.10 
10.16 
10.16 
10.16 
10.15 
10.08 
10.08 
10.23 
10.25 
10.20 
10.26 
10.37 
10.25 
10.36 
10.35 
10.47 
10.48 
10.47 

CtfUs. 
10.44 
10.44 
10.44 
10.44 
10.44 
10.44 
10.44 
10.50 
10.56 
10.63 
10.63 
10.69 
10.76 
10.75 
10.88 
11.06 
11.06 
11.06 
11.06 
11.00 
10.88 
10.88 
10.94 
10.94 
10.81 
10.60 
10.69 
10.81 
10.81 
10.75 
10.60 
10.60 
10.69 
10.69 
10.63 
10.50 
10.50 
10.56 
10.56 
10.56 
10.56 
10.56 
10.56 
10.56 
10.63 
10.75 
10.75 
10.76 

Cent. 
0.25 
.27 
.31 
.37 
.50 
.41 
.28 
.28 
.31 
.33 
.18 

Out. 

0.21  off 

...do 

Even 

...do 

.  ..do 

...do 

...do 

...do 

...do 

...do 

do 

CtrU. 
0.46 

February  16 

February  18 

.48 
.31 

February  19 . 

do 

.37 

February  20 

Febniary  21 

February  25 

February  26 

February  27 

February  28 

March  1 

do 

do 

do 

do 

do 

do 

....  .do 

.50 
.41 
.28 
.28 
.31 
.33 
.18 

March  2 

....  .do. ....... 

.33    ...do 

.30  '--do 

.33 

March  4 

do 

.30 

March  5 

.19 
.33 
.39 
.33 
.44 
.43 
.46 
.42 
.52 
.48 
.52 
.53 
.43 
.46 
.66 
.41 
.62 
.59 
.53 
.53 
.53 
.48 
.42 
.42 
.33 
.31 
.36 
.30 
.19 
.31 
.20 
.28 
.28 
.27 
.28 

0.06  off.... 

.  ..do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

.25 

March  6 

do 

.39 

March7 

....  .do. ....... 

.45 

March  8 '. 

do. 

.39 

March  9 

do 

.50 

March  11 

do 

.49 

March  12 

do 

.52 

March  13 

do 

.48 

March  14 

do 

.68 

March  15 

....  .do. 

.54 

March  16 

....  .do. ....... 

.58 

March  18 

do 

.69 

March  19 

do 

.49 

March  20 

...    do 

.62 

March  21 

....  .do. 

.02 

March  22 

do 

.47 

March  23 

....  .do. ....... 

.68 
.65 

March  25 

do 

March  26 

do    .... 

.59 

March  27 

do 

69 

March  28 

do 

.59 

April  1 

...  do  ... 

.54 

April2 

do 

.48 

Aprils 

....  .do. ....... 

.48 

April  4 

do 

Aprils 

do 

.37 

April6 

do 

.42 

AprU8 

do 

.36 

Aprll9 

do 

.25 

April  10 

do 

.37 

Aprlin 

do 

.26 

April  12 

do 

.34 

April  13 

....  .do. ....... 

.34 

April  15 

do 

.33 

April  16 

do 

.34 
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Table  9.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  DAILY.  SEPTEMBER  8,  1906,  TO 
APRIL  90.  1907— Continued. 


Date. 


Basis  month 
used. 


1905-7. 

Apriin May. 

April  18 do. 

April  19 do. 

Do July . . 

April20 do. 

April  22 do. 

April  23 : do. 


April  24. 
April  25. 
April  26. 
April  27. 
April  29. 

April  ao. 


do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Future 
month. 

New 
Orleans 

spot 
price. 

CefU8. 

CefUi. 

10.44 

10.76 

10.44 

10.76 

10.54 

10.94 

10.49 

10.94 

10.63 

10.94 

10.60 

10.94 

10.57 

10.94 

10.53 

11.00 

10.76 

11.13 

10.77 

11.13 

10.90 

11.13 

10.78 

1L19 

1L06 

11.38 

Discount 

of  future 

price. 


Net  (con- 
structive) 
limits. 


Cent. 
0.31 
.31 
.40 
.45 
.31 
.34 
.37 
.47 
.37 
.36 
.23 
.41 
.32 


Cent. 

0.06  off 

...do... 

0.15  off 

0.06  off 

...do.. 

...do... 

...do... 

0.09  off 

0.06  off 

...do... 

...do.. . 

...do... 

0.12  off 


Margin 
between 

N.  O. 

spot  and 

indicated 

interior 

prices. 


Cent. 
0.37 
.37 
.55 
.51 
.37 
.40 
.43 
.  56 
.43 
.42 
.29 
.47 
.44 


This  table;  like  Table  7,  shows  that  during  September,  October, 
and  the  early  part  of  November  the  fluctuation  in  the  New  Orleans 
discount  was  comparatively  narrow,  but  that  in  the  latter  part  of 
November,  immediately  following  the  revision  meeting  at  New  York, 
this  New  Orleans  discount  widened  out  sharply  and  continued  un- 
usually wide  until  about  the  middle  of  December.  This  widening  of 
the  discount  was  accompanied  by  a  narrowing  of  the  net  limits,  which 
changed  from  28  points  off  in  the  early  part  of  November  to  16  points 
off  at  the  close  of  that  month.  On  the  other  hand,  when  in  Decem- 
ber the  discount  became  somewhat  narrower,  the  net  limits  "off" 
again  increased,  to  21  points.  During  the  greater  part  of  the  period 
from  January  to  April  the  discount  at  New  Orleans  was  decidedly 
greater  than  for  previous  months.  This  increase  was  largely  counter- 
balanced by  an  offsetting  tendency  in  the  limits,  which  for  the  greater 
part  of  March  and  April  were  only  6  points  off,  as  compared  with  21 
points  off  during  the  greater  part  of  January  and  February;  for  a 
brief  period,  it  will  be  noticed,  the  limits  were  "even.'' 

However,  the  changes  in  the  limits  did  not  completely  offset  the 
increase  in  the  discount.  Thus  the  increase  in  the  discount,  broadly 
speaking,  was  from  an  average  of  about  25  points  in  January  to  over 
50  points  in  the  latter  part  of  March,  a  net  increase  of  about  25  points. 
The  net  limits  off  during  this  period,  it  will  be  seen,  narrowed  only  from 
21  points  to  6  points,  or  by  only  15  points.  This  indicates  that  the 
price  to  the  producer  was  not  raised  sufficiently  to  offset  the  increase 
in  the  discount.     This  is  clearly  shown  by  the  last  column  of  the 
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table,  from  which  it  will  be  seen  that  the  margin  between  the  pro- 
ducers' price  and  the  New  Orleans  spot  price  increased  sharply  dur- 
ing March.  In  April  a  narrowing  of  the  discount  was  accompanied 
by  a  narrowing  of  the  margin  between  the  producers'  price  and  the 
New  Orleans  spot  price.  By  this  time,  however,  the  bulk  of  the  crop 
had  been  marketed. 

As  explained  in  discussing  previous  tables,  it  should  not  be  under- 
stood that  the  increase  in  the  margin  shown  in  the  last  column  of 
Table  9  affords  an  exact  measurement  of  the  depression  of  the  pro- 
ducers' price.  It  is  possible  that  the  agents  of  such  merchants 
departed  slightly  from  their  limits,  so  that  the  increase  in  the  pro- 
ducers' margin,  as  it  may  be  called,  may  have  been  somewhat  greater, 
or  at  times  somewhat  less,  than  that  indicated  by  these  figures. 
Since  any  such  departure  from  Umits  could  not  have  been  very 
great,  however,  this  increase  in  the  margin  shows  clearly  that,  re- 
gardless of  the  actual  injury  to  the  producer,  such  discounts  of  future 
prices  clearly  have  a  tendency  to  cause  some  injury. 

This  comparison  is  more  clearly  brought  out  by  chart  6,  opposite 
this  page,  this  chart  being  similar  to  chart  5.  By  reference  to  the 
chart  it  will  be  seen  that  during  September,  October,  and  the  greater 
part  of  November  the  future  price  (represented  by  the  dotted  black 
line)  was  at  only  a  moderate  margin  from  the  spot  price  (shown  by 
the  soUd  black  line),  and  that  the  indicated  interior  price  (shown  by 
the  red  line)  likewise  was  at  only  a  moderate  margin  from  the  spot 
price.  Furthermore,  this  latter  margin,  except  for  a  short  period 
about  the  middle  of  October,  was  fairly  constant  during  this  period. 
At  the  close  of  November,  however,  this  margin  increased  rather 
sharply  and  continued  wider  than  usual  during  the  early  part  of 
December.  At  this  time  it  will  be  seen  the  discount  of  the  New 
Orleans  future  price — that  is,  the  margin  between  the  solid  black 
line  and  the  dotted  black  line — was  also  somewhat  wider  than  usual. 
As  previously  noted,  it  seems  probable  that  the  increase  in  this  discount 
is  largely  attributable  to  the  depressing  effect  of  the  much  more 
abnormal  discount  which  occurred  in  the  New  York  market.  During 
the  greater  part  of  January  and  February  the  New  Orleans  discount 
was  fairly  uniform.  In  March,  however,  it  widened  out  considerably. 
Thus  from  the  chart  it  will  be  seen  that  in  March  the  dotted  black 
line  diverged  rather  sharply  from  the  solid  black  line.  The  dragging 
influence  of  this  decline  in  the  dotted  black  line  upon  the  red  line  at 
this  time  is  clearly  apparent.  Therefore,  this  unusual  discount  of  the 
future  price  at  New  Orleans,  although  less  prolonged  and  of  much 
less  importance  than  the  discount  at  New  York,  was  reflected  to 
some  extent  in  the  interior  spot  price,  and  the  producer  was  injured 
thereby. 
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Section  5.  Summary  of  movements  of  discounts  and  limits  for  1906-7. 

This  discussion  of  limits  and  discounts  for  tlie  season  1906-7 
showS;  therefore,  in  the  first  place,  that  unusual  increases  in  this  dis- 
count of  the  future  price  clearly  did  tend  to  cause  some  injury  to 
producers.  It  also  shows  that  assertions  so  frequently  made  by  pro- 
ducers that  every  abnormal  increase  in  the  discount  of  the  future 
price  means  a  corresponding  injury  to  them,  in  the  shape  of  lower 
prices,  are  not  sustained  by  the  facts,  and  that,  on  the  contrary, 
the  producers'  price,  broadly  speaking,  shows  marked  independence 
of  such  discounts,  taking  the  season  as  a  whole. 

It  should  also  be  observed  particularly  that  the  discount  at  New 
York,  as  a  result  of  the  fixed-difference  system,  was  very  much  more 
abnormal  than  that  at  New  Orleans,  where  the  commercial-difference 
system  is  employed.  It  is  a  fair  question  whether  the  unusual 
discount  which  was  shown  on  several  occasions  at  New  Orleans  is  not 
to  a  considerable  extent  directly  attributable  to  the  much  more 
abnormal  discount  in  the  New  York  market.  As  pointed  out  in  the 
preceding  discussion,  the  psychological  effect  of  such  discounts  upon 
prices  must  be  depressing.  It  is,  therefore,  altogether  reasonable  to 
assume,  on  account  of  the  importance  of  the  New  York  market  and 
the  intense  interest  with  which  New  York  quotations  are  followed 
by  the  trade,  not  only  in  the  interior,  but  in  the  largest  central 
markets  as  well,  that  an  abnormal  discount  at  New  York  should  tem- 
porarily exert  some  influence  upon  sentiment  and  upon  prices  even 
in  these  larger  central  markets.  This  is,  indeed,  suggested  by  Table 
1,  on  page  44,  and  chart  2,  opposite  page  47,  which  shows  some 
divergence  of  spot  prices  in  leading  central  markets  in  December,  1906, 
and  January,  1907,  from  the  New  York  spot  price.  It  was  at  this 
period,  of  course,  that  the  discount  of  the  New  York  future  price 
first  became  extremely  abnormal.  However  this  may  be,  it  should 
be  kept  in  mind  that  the  discount  at  New  Orleans,  in  spite  of  occa- 
sional  increases,  was,  in  the  main,  very  much  more  steady  than  that 
at  New  York.  The  New  Orleans  discount  and  limits  based  on  that 
discount  have  been  shown  in  this  discussion  for  the  purpose  of 
illustrating  the  effect  of  abnormal  discounts  of  future  prices  in  general. 
The  fact  that  the  New  Orleans  market  has  been  extensively  discussed, 
however,  should  not  obscure  the  important  fact  that  wide  discounts 
at  New  Orleans  were  of  much  shorter  duration  than  those  in  New 
York,  and  of  much  less  importance.  Instead,  this  discussion,  and 
especially  the  charts,  indicate  that  had  the  New  York  discount  been 
no  greater  than  that  at  New  Orleans  any  injurious  effect  upon  pro- 
ducers would  have  been  of  only  minor  consequence. 

From  the  preceding  discussion  it  might  seem  that  merchants  basing 
their  buying  prices  on  the  New  Orleans  future  market  were  paying 
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a  higher  price  to  producers  than  merchants  using  the  New  York 
market  as  a  basis.  While  this  may  have  happened  for  brief  intervals 
in  particular  localities  where  these  different  merchants  were  not  in 
competition  with  one  another^  it  would,  of  course,  be  absurd  to 
assume  that  such  a  situation  could  long  continue,  since,  broadly 
speaking,  competition  in  a  given  locaUty  means  a  uniform  price 
for  a  specific  article.  Of  course,  this  does  not  mean  that  prices 
for  middling  cotton  in  a  single  town  or  locality  may  not  show 
minor  discrepancies  even  on  a  single  day.  Such  minor  discrepancies, 
however,  are  left  out  of  consideration  when  one  makes  any  such 
general  statement  as  that  competition  means  a  uniform  price; 
and  in  the  main,  where  merchants  were  in  active  competition,  it 
must  be  assumed  that,  broadly  speaking,  there  was  one  price  for  a 
given  grade  of  cotton,  (jenerally,  it  would  be  expected  that  those 
merchants  most  favorably  situated,  either  because  they  had  hedged 
in  the  New  Orleans  market  or  for  other  reasons,  would  be  able  to  main- 
tain full  prices.  However,  owing  to  the  great  difficulty  of  pro- 
ducers to  comprehend  the  significance  of  abnormal  discounts  of  the 
future  price,  it  is  entirely  possible  that  some  Uttle  time  might  elapse 
before  such  readjustment  of  the  producers'  price  would  be  secured; 
that  is,  that  for  a  time  merchants  basing  their  limits  on  New  Orleans 
futures,  although  able  to  pay  a  certain  price  for  cotton,  would  not 
pay  more  than  the  price  warranted  by  the  New  York  future  market. 
As  the  value  of  cotton  in  the  large  central  markets  became  clearly 
demonstrated  by  quotations  higher  than  the  New  York  future 
price,  however,  producers  naturally  would  learn  to  demand  higher 
prices,  and  under  these  circumstances  merchants  using  the  New 
Orleans  market  would  be  disposed  to  raise  their  bids;  those  using 
the  New  York  market  would,  of  course,  have  to  follow  suit.  During 
the  interval  required  for  analyzing  and  understanding  the  situation, 
however,  it  is  easily  possible  that  the  producer  might  suffer;  and 
indeed  the  foregoing  discussion  suggests  that  whatever  injury  was 
suffered  by  producers  came  about  in  this  way. 

The  tables  really  show  that  the  relative  movement  of  prices,  regard- 
less of  the  future  market  used  as  a  basis,  was  approximately  similar. 
This  is  due  to  the  fact  that  fluctuations  in  the  limits  of  merchants 
using  the  New  York  market  were  very  much  greater  than  those  of 
merchants  using  New  Orleans.  This  means  that  a  more  pronounced 
cdrrection  was  made  in  the  case  of  these  New  York  merchants,  and 
not  that  the  prices  paid  by  these  merchants  were  radically  different  from 
those  of  merchants  basing  their  limits  on  the  New  Orleans  market. 
It  is  true  that  a  depression  in  the  producers'  price  as  compared  with 
the  spot  price  at  central  markets  frequently  occurs  when  an  abnormal 
discount  at  New  York  is  unaccompanied  by  a  pronounced  change  in 
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the  discount  at  New  Orleans.  This,  as  just  stated,  is  probably 
explained  by  the  fact  that  merchants  using  the  latter  market  were 
able  to  take  advantage,  for  a  limited  time,  of  the  producers*  igno- 
rance of  the  true  significance  of  these  discounts. 

It  might  be  argued  from  this  that  abnormal  discounts  of  the  future 
price  are,  after  all,  a  matter  of  considerable  indifference  to  producers. 
This  argument  is  not  tenable.  In  the  first  place,  it  overlooks  the  fact 
that  the  offsetting  increase-  in  the  limits  of  New  York  merchants  may 
have  been  largely  forced  by  the  competition  of  merchants  using  the 
New  Orleans  market  as  a  basis.  It  is  difficult  to  speak  positively 
on  such  a  point,  since  the  price  of  cotton  obviously  must  in  the  long 
run  respond  to  conditions  of  supply  and  demand,  so  that  even  if  the 
New  Orleans  market  were  not  in  existence,  and  the  cotton  crop  was 
short,  a  substantial  readjustment  of  limits  to  offset  abnormal  dis- 
counts of  the  New  York  future  price  would  still  be  entirely  probable. 
On  the  other  hand,  it  seems  altogether  likely  that  such  readjustment 
is  hastened  by  the  fact  that  merchants  basing  their  limits  on  New 
Orleans  were  very  much  better  protected,  despite  some  widening  of 
the  discount  there,  than  merchants  basing  their  bids  on  New  York 
futures. 

In  considering  any  apparent  discrepancy  in  the  movements  of  the 
limits  of  the  two  classes  of  merchants,  moreover,  it  should  be  borne 
in  mind  that  the  New  Orleans  spot  price  itself  at  times  is  relatively 
depressed  as  compared  with  the  New  York  spot  price.  This  is  clearly 
brought  out  by  Table  1.  Therefore,  the  limits  off  the  New  Orleans 
future  price  properly  might  show  relatively  smaller  change  than  limits 
off  the  New  York  future  price. 

Bearing  in  mind  these  various  considerations,  it  will  be  seen  that 
there  is  no  serious  conflict  in  the  preceding  discussion.  This  may  better 
be  appreciated  by  comparing  the  movements  of  the  indicated  pro- 
ducers' price  shown  in  the  preceding  charts  with  the  New  York  spot 
price  and  with  the  New  York  future  price.  This  is  done  in  chart  7, 
opposite  page  93.  In  this  chart  the  curves  representing  the  producers' 
prices  shown  on  charts  3,  4,  5,  and  6  have  all  been  transferred  to  one. 
These  curves  are  not  identical  on  chart  7,  in  the  first  place,  because 
they  represent  the  buying  prices  in  different  sections  of  the  cotton  belt, 
but  more  particularly  because  the  deductions  for  freight  and  other 
expenses  are  somewhat  arbitrary. 

From  this  chart  it  will  be  seen  that  during  the  early  part  of  the 
season  there  was  a  rather  marked  similarity  in  tlie  movements  of 
these  various  producers'  prices.  Furthermore,  this  similarity  was 
rather  pronounced  throughout  the  entire  season  for  the  New  Orleans 
curves  and  also  for  the  New  York  curve  taken  from  chart  4;  that  is, 
the  curve  shown  by  the  broken  black  line.     The  line  representing 
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the  producers'  price  based  on  Oklahoma  HmitS;  taken  from  chart  3, 
however,  shows  considerable  disparity  from  the  other  three  curves 
from  the  end  of  November  on.  Such  apparent  inconsistencies  must 
be  expected  in  any  presentation  of  a  series  of  prices  of  different 
individuals,  and  care  must  be  taken  in  reading  this  and  similar 
charts  not  to  permit  such  occasional  inconsistencies  to  obscure  the 
broader  general  indication  based  upon  the  data  as  a  whole. 

The  chart  clearly  shows  that  all  the  various  producers'  prices  were 
appreciably  depressed  during  November;  that  is,  just  at  the  time 
when  the  discount  of  the  New  York  future  price  first  became  abnor- 
mal. Furthermore,  this  depression  was  more  pronounced  at  this 
particular  time  in  the  case  of  the  New  York  curve  than  in  the  case 
of  those  for  the  New  Orleans  market. 

Again,  after  the  middle  of  January,  when  the  New  York  future 
price  went  to  a  still  greater  discount,  all  these  producers'  prices 
showed  a  renewed  divergence  from  the  New  York  spot  price,  although 
this  depression  of  the  producers'  price  was  by  no  means  as  great  as 
the  increase  in  the  discount  of  the  future  price. 

Section  6.  Comparison  of  buying  limits  of  a  firm  of  cotton  merchants  in 
pnrchases  in  Texas  with  discount  of  New  York  contract  price  in 
1907-8. 

The  foregoing  discussion  has  dealt  only  with  the  season  of  1906-7. 
A  similar  study  of  limits  and  future  prices  will  now  be  presented  for 
the  next  season,  1907-8. 

In  1907-8  the  contract  price  at  New  York  again  ruled  for  a  con- 
siderable period  at  an  abnormal  discount  from  the  spot  price  of  mid- 
dling cotton.  At  the  opening  of  that  season  the  discount  of  the 
current  future  price  was  more  than  175  points,  but  owing  to  a  rather 
drastic  revision  of  grade  differences  in  September,  1907,  this  discount 
rapidly  narrowed,  until  in  December  of  that  year  it  had  fallen  to 
about  34  points,  or  to  nearly  a  normal  position.  This  is  shown  by 
Table  25,  on  page  214,  and  by  chart  18,  opposite  page  216.  This 
narrowing  of  the  discount,  it  should  be  noted,  was  hastened  by  a 
rather  sharp  squeeze  in  December  future  contracts  at  New  York. 

The  New  York  revision  committee,  at  its  meeting  in  November, 
1907,  made  no  change  in  grade  differences,  although  the  differences 
for  some  grades  as  then  fixed  were  distinctly  out  of  line  with  those 
ruling  in  southern  spot  markets.  Subsequently  this  disparity  be- 
tween the  New  York  contract  differences  and  the  actual  differences 
in  the  South  increased.  The  result  was  that  the  New  York  contract 
price  again  went  to  an  unusual  discount.  It  is  true  that  during  a 
large  part  of  this  season  there  were  exceptional  conditions  in  general 
trade  and  in  the  money  markets — as,  for  instance,  the  panic  of  1907 — 
which  may  have  tended  to  aggravate  this  disturbance  of  the  parity 
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between  the  spot  and  the  contract  price,^  so  that  the  errors  in  the 
contract  differences  of  the  New  York  Cotton  Elxchange  possibly  were 
not  wholly  responsible. 

Furthermore,  there  was  for  a  period  during  this  season  a  very  un- 
usual discount  in  the  contract  price  in  the  New  Orleans  market.  In 
April  the  discount  in  that  market  for  the  current  future  month 
exceeded  100  points,  this  apparently  being  the  greatest  discount  ever 
recorded  there.  This  exceptional  condition  was,  however,  speedily 
corrected,  and  by  the  end  of  May  the  discount  at  New  Orleans  had 
fallen  to  30  points;  by  June  it  had  fallen  to  about  20  points,  this 
being  abqut  a  normal  discount  for  that  market.  In  the  New  York 
market,  on  the  other  hand,  the  discount  continued  abnormally  wide 
during  practically  all  of  the  season  from  March  to  August,  ranging  in 
May,  June,  and  July  from  about  120  to  180  points.  In  August  the 
mai^n  narrowed  sharply.  This,  however,  was  due  to  a  sharp 
squeeze  in  August  future  contracts,  which  forced  the  future  price  up 
without  a  corresponding  advance  in  the  spot  price. 

In  the  season  of  1907-^,  moreover,  there  was  a  pronounced  dis- 
count in  the  future  price  at  Liverpool  as  compared  with  the  spot 
middling  price  in  that  market.  Some  reasons  for  this  are  discussed 
elsewhere  in  this  report.* 

Owing  to  this  fact  that  in  all  three  of  the  leading  future  markets 
there  were  for  a  time  in  the  season  of  1907-^  abnormal  discounts 
of  future  prices,  it  is  interesting  to  compare  the  limits  of  cotton 
merchants  in  that  season  with  these  discounts.  For  the  New  York 
market  such  a  comparison  is  given  in  Table  10,  which  compares  the 
buying  limits,  at  weekly  intervals,  for  purchases  in  Texas  of  a  firm 
of  merchants  with  the  discount  of  the  New  York  future  price,  in 
the  same  manner  as  was  done  in  Table  4,  the  limits  in  both  tables 

being  those  of  the  same  firm.^ 

* 

a  See  pages  309  to  312,  Part  I. 

ft  See  Chapter  VI. 

cThe  limita  of  the  Oklahoma  merchants,  whose  limits  for  190&-7  were  given  in 
Table  2,  were  so  fragmentary  for  1907-8  as  not  to  be  satisfactory.  They  showed,  how- 
ever, the  same  general  movement  as  that  indicated  by  the  limits  here  presented. 
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Tablb  10.-COMPARI8ON  OF  LDCITB  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLINQ  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE 
NEW  YORK   MARKET,  WEEKLY,   OCTOBER  2,  1907,  TO  JANUARY  28,  1908. 


Date. 


1907-8. 

October  2 

October  9 

October  16 

October  23 

October  80 

November  6... 
November  13.. 
November  20.. 
November  27.. 
December  4.... 
December  11... 
December  18... 
December  24... 
December  81... 

January  7 

January  14 

January  21 

January  28 


Basis  month 
used. 


January. 
....do.. 


.do. 


Future 

price, 

basis 

month.* 


.do. 
.do. 


.do. 


.do. 
.do. 


.do. 


.do. 
.do. 


.do. 


.do. 
.do. 


.do. 


March. 
....do. 
....do. 


CtfUi. 
11.06 
11.10 
10.78 
10.27 
0.96 

laas 

10.06 
10.17 
10.61 
11.03 

lass 
ia64 
ia96 
lafio 

10.  M 
10.86 
11.60 
11.01 


New 

York 

spot 

price. 


CetUt. 
11.60 
11.86 
11.76 
11.80 
10.90 
11.00 

laso 

10.90 
11.46 
11.90 
11.06 
11.90 
11.70 
11.80 
11.80 
11.66 
12.10 
11.66 


Discount 

of  future 

price. 

Limits. 

Deduo* 
tlonsfor 

freight 

and 

expenses. 

CetUt. 

Cent. 

Cemt. 

0.S2 

a96on.... 

0.70 

.76 

1.00  on 

.70 

.97 

...do 

.70 

1.08 

0.80  on 

.70 

.04 

0.75on.... 

.fO 

.66 

...do 

.70 

.74 

0.80  on — 

.70 

.73 

0.76  on 

.70 

.94 

0.70  on 

.70 

.87 

...do 

.70 

1.12 

0.66  on 

.70 

1.36 

0.76  on — 

.70 

1.44 

0.90  on 

.70 

1.21 

0.86  on 

.70 

.74 

...do 

.70 

.79 

0.70  on 

.70 

.60 

OJiOon 

.70 

.64 

0.70  on 

.70 

Net  (con- 
structive) 
limits. 


CemL 

0.tf  OB. 
OJOOB. 

Do. 
0.10  oa. 
0.06  oa. 

Do. 
0.10  oa. 
0.06  oa. 
Evan. 

Do. 
0.06  off. 
0.06  on. 
0.90  OB. 
0.16  oa. 

Do. 
Even. 
0.20  off. 
Even. 


a  First  quotation. 

From  a  study  of  this  table  it  will  be  seen  that  fluctuations  in  the 
limits  in  this  season  were  not  as  marked  as  those  shown  by  the  New 
York  tables  for  1906-7.  Thus,  whereas  Table  4  showed  a  fluctua- 
tion in  the  actual  limits  of  from  5  points  on  to  140  points  on,  the 
extreme  fluctuation  shown  by  Table  10  is  from  50  points  on  to  100 
points  on,  and  for  much  the  greater  part  of  the  season  the  fluctua- 
tion was  confined  to  a  range  of  from  75  points  on  to  100  points  on. 
The  fluctuation  in  the  discount,  on  the  other  hand,  was  pronounced, 
the  discount  ranging  from  50  points  to  144  points.  It  will  be  seen 
that  the  discount  was  widest  in  December  and  that  except  for  that 
month  it  only  once  exceeded  100  points.  Eliminating  December, 
therefore,  the  fluctuation  in  the  discount  was  much  less  marked  than 
that  shown  by  the  New  York  market  in  the  season  1906-7.  The 
pronounced  discount  in  December  was  partly  due  to  the  fact  that 
the  spot  price  at  New  York  was  unduly  advanced  by  reason  of  a 
''  squeeze  "  in  the  New  York  market  which  was  reflected  in  the  Decem- 
ber future  price  and  in  the  December  spot  price,  but  to  a  very  much 
less  extent  in  the  January  future  price. 

The  relationship  of  the  limits  and  the  discount  may  be  more 
clearly  seen  by  reference  to  Table  11,  which  gives  a  daily  com- 
parison for  the  period  October,  1907,  to  January,  1908,  inclusive, 
this  table  being  similar  to  Tables  3  and  5,  on  pages  61  and  71, 
respectively. 
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Table  11.-OOMPARI80N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE 
NEW  YORK  MARKET,  DAILY,  OCTOBER  1, 1907,  TO  JANUARY  28. 1908. 


Date. 

Basis  month 
used. 

Future 

price, 

oasis 

month-a 

CenU, 
11.17 

11.08 
10.86 
11.00 
11.06 
10.99 
11.15 
11.10 
11.02 
10.78 
10.85 
11.00 
10.98 
10.78 
10.83 
10.94 
10.80 
10.72 
10.58 
10.27 
10.34 
10.40 
10.10 
10.05 
9.81 
9.96 
10.18 
10.09 
10.30 
10.15 
10.35 
10.25 
10.20 
10.00 
10.14 
10.28 
10.06 
10.10 
10.03 
9.90 
9.85 
9.98 
10.17 
10.20 
10.38 
10.27 
10.46 
10.36 
10.51 
10.62 

New 
York 

spot 
price. 

Discount 

of  future 

price. 

Net  (con- 
structive) 
limits.^ 

Margin 
between 

N.  Y. 
spot  and 
indicated 

Interior 

prices. 

1907-8. 
October  1 

January 

do 

CenU. 
11.80 

11.60 

11.55 

11.65 

11.75 

11.90 

11.85 

11.85 

11.65 

11.75 

11.70 

12.00 

11.75 

11.75 

11.75 

11.75 

11.75 

11.60 

11.45 

11.30 

11.10 

10.95 

10.95 

10.80 

10.80 

10.90 

10.90 

10.90 

11.00 

11.10 

11.00 

10.90 

10.80 

10.80 

10.90 

10.80 

10.80 

10.80 

10.70 

10.60 

10.80 

10.80 

10.90 

11.10 

11.20 

11.20 

11.20 

11.40 

11.45 

11.70 

Cents. 
0.63 

.52 
.69 
.65 
.67 
.91 
.70 
.75 
.63 
.97 
.85 

1.00 
.77 
.97 
.92 
.81 
.95 
.88 
.87 

1.03 
.76 
.55 
.85 
.75 
.99 
.94 
.72 
.81 
.70 
.95 
.65 
.65 
.60 
.80 
.76 
.52 
.74 
.70 
.67 
.70 
.95 
.82 
.73 
.90 
.82 
.93 
.74 

1.04 
.94 

1.08 

CffK. 

CenU. 

October  2 

0.26  on... 

...do 

...do 

...do 

...do 

...do 

0.80  on... 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

0.10  on... 

...do 

..  .do 

...do 

...do 

...do 

0.05  on... 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

0.10  on... 

...do 

...do 

...do 

...do 

-do 

0.06  OB... 

...do 

...do 

...do 

...do 

...do 

Even 

...do 

0.27 

October  3 

do 

.44 

October  4 

do 

.40 

October  5 

do 

.42 

October  7 

do 

.66 

October  8 

do 

•  45 

October  9 

do 

.45 

October  10 

do 

.33 

October  11 

do 

.67 

October  12 

do 

.65 

October  14 

do 

.70 

October  15 

do 

.47 

October  16 

do 

.67 

October  17 

do 

.fiJ 

October  18 

do ........ 

.51 

October  19 

do 

.65 

October  21 

do 

.58 

October  22 

do 

57 

October  23 

do 

.93 

October  24 

do 

66 

October  25 

do 

.45 

October  26 

do 

.75 

October  28 

do 

.65 

October  29 

do •:.. 

.89 

October  30 

do 

.89 

October  31 

do 

.67 

Novemberl 

do 

.76 

November  2 

do 

.65 

November  4 

do 

90 

November  6 

.....  do ........ 

.60 

November  7 '. 

do 

.60 

Novembers »...'..; 

..  .  .do 

55 

November  9 

do 

.75 

November  11 

do 

.71 

Novemlx«T  12 

November  13 

do 

do 

.47 

.64 

November  14 

November  15 

November  16 

November  18 

November  19 

November  20 

November  21 

do 

do 

do 

do 

do 

do 

do. ..... 

.60 
.57 
.60 
.85 
.72 
.68 
.85 

November  22 

do 

.77 

November  23 

....  .do. . .  . 

88 

November  25 

do 

.69 

November  26 

.... jdo ...... 

99 

November  27 

. .  . .  do 

94 

November  29 

do 

1.06 

o  First  quotation. 

^  The  limits  In  this  table,  as  in  the  case  of  Table  5,  are  given  by  weekly  intervals  only. 
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Tabub  11.— comparison  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE 
NEW  YORK  MARKET,  DAILY,  OCTOBER  1,  1907,  TO  JANUARY  28,  1908— Continued. 


Date. 


1907-8. 


November  30. 
December  2 . . 
December  3. . 
December  4.. 
December  6. . 
December  6. . 
December  7 . . 
December  9.. 
December  10. 
December  11. 


Basis  month 
used. 


January. 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

...do... 


December  12 ' do. 

December  13 do. 

December  14 do. 

December  16 do. 

December  17 do. 

December  18 do. 

December  19 do. 

December  20 do. 

December  21 do. 

December  23 do. 

December  24 do. 

December  27 do. 

December  28 do. 

December  30 do. 

December  31 do. 

January  2 do. 

January  3 do. 

January  i do. 

January  6 do , 

January  7 do. 

January  8 do. 

January  9 do. 

January  10 do, 

January  11 do. 

January  13 do . 

January  14 '. March . 

January  16 do , 


January  16 do. 


January  17. 
January  18. 
January  20. 
January  21 . 
January  22. 
January  23. 
January  24. 
January  25. 
January  27. 
January  28. 


do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Future 
price, 
oasis 

mmth. 


Centt. 
10.76 
10.80 
10.86 
11.03 
11.10 
11.03 
11.17 
11.25 
11.08 
10.83 
11.00 
11.09 
10.97 
10.96 
10.66 
10.64 
ia63 
10.34 
10.45 
10.40 
10.26 
10.23 
10.36 
10.30 
10.60 
10.70 

0  10.48 
10.48 
10.46 
10.66 
10.47 
10.65 
10.74 
10.63 
10.82 
10.86 

611.22 
11.32 

Ml.  62 
11.55 
11.72 
11.60 
11.38 
11.50 
11.15 
11.26 
11.25 
11.01 


New 

York 

spot 

pnoe. 


Cents. 
11.80 

11.80 

11.70 

11.90 

11.90 

12.06 

12.15 

12.15 

1L85 

11.95 

12.20 

12.10 

12.10 

11.90 

11.90 

11.90 

11.70 

11.80 

11.80 

11.70 

11.70 

11.80 

11.80 

11.80 

11.80 

11.40 

11.40 

11.40 

11.40 

11.30 

11.30 

11.45 

11.46 

11.65 

11.66 

11.65 

11.86 

12.10 

12.26 

12.26 

12.25 

12.10 

12.10 

11.90 

11.76 

12.00 

11.75 

11.66 


Discount 

of  future 

price. 


CerUi. 
1.05 

1.00 

.85 

.87 

.80 

L02 

.98 

.90 

.77 

1.12 

1.20 

1.01 

1.13 

.94 

1.24 

1.36 

1.17 

1.46 

1.35 

1.30 

1.44 

1.57 

1.45 

1.60 

1.21 

.70 

.92 

.92 

.94 

.74 

.83 

.80 

.71 

.92 

.73 

.79 

.63 

.78 

.63 

.70 

.53 

.60 

.72 

.40 

.60 

.76 

.60 

.64 


Net  (con- 
structive) 
limits. 


Margin 
between 

N.  Y. 
spot  and 
indicated 

interior 

prices. 


Cent. 
Even.. 

...do 

...do 

...do 

...do 

...do... 

...do 

...do..., 

...do 

0.05  off. 

...do 

...do.... 
...do.... 

...do 

...do 

0.06  on. 
...do.... 

...do 

...do..., 

...do 

0.20  on. 
...do.... 

...do 

...do..., 
0.16  OB. 
...do.... 

...do 

...do.... 
...do... 

...do 

...do... 

...do 

...do 

...do.... 
...do.... 
Even... 
...do.... 
...do.... 

...do 

...do.... 

...do 

0.20  off. 

...do 

...do 

...do 

...do 

...do 

Even... 


Cents. 

1.06 

1.00 

.85 

.87 

.80 

L02 

.96 

.90 

.77 

1.17 

1.25 

1.06 

1.18 

.  w 

1.20 

1.31 

1.12 

1.41 

1.30 

1.25 

L24 

1.37 

1.25 

1.30 

1.06 

.66 

.77 

.77 

.79 

.69 

.68 

.66 

.66 

.77 

.58 

.79 

.63 

.78 

.63 

.70 

.53 

.70 

.92 

.60 

.80 

.06 

.70 

.64 


•  Price  between  second  and  third  caUs. 
10088-0& 7 
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Bearing  in  mind  the  unusual  condition  of  the  New  York  market 
in  December,  1907,  it  will  be  seen  that  the  limits,  as  in  the  preo  Hing 
season,  showed  a  tendency  to  oflFset  changes  in  the  discount.  '^ 

during  most  of  October,  1907,  the  discount  of  the  January  i.  ^re 
price  from  the  spot  price  of  middling  ranged  around  90  pointi  ^he 
average  after  the  10th  was  87  points.  At  this  time  the  net  *  lits 
ranged  from  5  points  on  to  30  points  on.  In  other  words,  a  i  '^r 
heavy  discount  of  the  future  price  was  accompanied  by  lim  .  n 
that  price.  During  November  the  discount  of  the  January  future 
price  was  smaller,  averaging  approximately  75  points.  This  nairow- 
ing  of  the  discount  was  accompanied  by  a  narrowing  of  the  net  lim- 
its on,  which  for  the  most  part  did  not  exceed  5  points,  and  which 
at  the  close  of  November  fell  to  even. 

In  December  the  discount  of  the  January  future  price  be 
abnormally  wide,   at  one   time  reaching   157   points.     While     "^is 
widening  of  the  discount  was  accompanied  by  some  increase  in  th 
limits,  which  rose  from  even  to  20  points  on,  it  will  be  seen  that  this 
change  in  the  limits  was  not  sufficient  to  fully  offset  the  increased 
discount  of  the  future  price.     Furthermore,  it  will  be  noted  th 
despite  this  increase  in  the  limits  the  actual  limits  were  somewi 
smaller  than  those  in  force  in  October,  although  the  discount  in  the 
meantime  had  increased  very  sharply.     This  means  that  the  ulti- 
mate price  to  the  producer  was  largely  influenced  by  the  future 
price  on  the  exchange. 

The  lagging  tendency  of  the  limits  may  best  be  appreciated  by 
reference  to  the  last  column  of  this  table,  showing  the  margin  between 
the  New  York  spot  price  and  the  indicated  interior  price.  It  will  be 
seen  that  this  margin  was  fairly  narrow  and  reasonably  constant  in 
October  and  the  greater  part  of  November.  In  December,  however, 
when  the  discount  of  the  future  price  became  abnormal,  this  margin 
also  widened  out  very  sharply. 

This  comparison  is  shown  graphically  in  chart  8,  opposite  page  99. 
As  in  the  similar  charts  already  presented,  the  heavy  black  line 
represents  the  New  York  spot  price,  the  dotted  black  line  the  New 
York  future  price,  and  the  red  line  in  the  upper  part  of  the  chart  the 
indicated  interior  price,  while  the  red  line  at  the  base  of  the  chart 
represents  the  margin  between  this  indicated  interior  price  and  the 
New  York  spot  price  and  the  black  line  at  the  base  of  the  chart 
represents  the  discount  of  the  New  York  future  price. 

From  the  chart  it  will  be  seen  that  in  October  the  indicated  interior 
price  was  above  the  New  York  future  price  and  at  only  a  moderate 
margin  from  the  New  York  spot  price,  and  that  up  to  the  latter  part  of 
November  the  margin  between  the  red  line  and  the  heavy  black  line 
was,  in  spite  of  some  irregularity,  fairly  constant.  In  December, 
however,  the  red  line  diverged  sharply  from  the  solid  black  line,  this 
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divergence  being  especially  pronounced  in  the  latter  half  of  that 
month.  In  January  it  returned  to  a  much  narrower  margin  from  the 
solid  black  line.  The  important  thing  to  notice  is  that  this  divergence 
of  the  red  line  occurred  simultaneously  with  a  similar  divergence  of 
the  dotted  black  line;  that  is,  simultaneously  with  the  abnormal 
widening  of  the  discount  of  the  future  price.  This  is  more  clearly 
brought  out  by  reference  to  the  margin  curves  at  the  base  of  the 
chart,  where  it  will  be  seen  that  both  margins  increased  at  almost 
identically  the  same  time.  Taken  in  connection  with  previous  com- 
parisons, this  adds  further  evidence  to  confirm  the  conclusion  already 
reached — that  such  divei^ence  of  the  interior  price,  indicated  on  the 
chart  by  the  red  line,  is  directly  attributable  to  the  increase  in 
the  discount  of  the  future  price,  which  is  indicated  on  the  chart  by  the 
dotted  line. 

Except  for  the  divergence  of  the  interior  price  from  the  spot  price 
in  December,  however,  the  margin  between  these  prices,  while  wide, 
was  much  more  constant  than  in  the  season  1906-7.  This  will  be 
apparent  at  once  by  comparison  of  chart  8  with  chart  4. 

This  discussion,  therefore,  tends  to  show  that  it  is  not  so  much 
the  amount  of  the  discount  of  the  future  price  as  the  amount  of  the 
fluctuation  in  that  discount  which  aflFects  the  cotton  producer.  If  the 
discount  of  the  future  price  were  always  constant  at,  say,  100  points 
under  the  spot  price,  the  producer  might  receive  substantially  the 
same  price  for  his  cotton  as  if  this  discount  were  the  actual  normal 
of  about  25  points.  But  when  pronounced  changes  in  this  discount 
occur,  it  is  apparent  from  this  discussion  that  the  producer  (and,  as 
shown  elsewhere,  the  cotton  merchant  as  well)  is  placed  at  serious 
disadvantage. 

The  movement  of  limits  in  1907-8  appears  at  first  sight  to  be  some- 
what inconsistent  with  that  shown  for  1906-7, in  that  the  limits  "on" 
were  larger  at  a  time  when  the  discount  of  the  future  price  was 
narrow,  relatively  speaking,  than  they  were  when  the  discount  was 
somewhat  wider.  This  does  not,  however,  conflict  with  the  state- 
ment just  made  that  an  abnormal  discount  tends  to  pull  down  the 
producers'  price.  The  fact  that  the  limits  "  on ''  were  wide  in  the  early 
part  of  the  season,  when  the  discount  of  the  future  price,  taking  this 
season  by  itself,  was  considerably  narrower  than  it  later  became,  is 
partly  explained  by  the  fact  that  during  the  period  from  November, 
1906,  until  the  revision  meeting  in  the  early  part  of  September,  1907, 
the  discount  of  the  New  York  future  price  had  been  extremely  ab- 
normal, ranging  for  a  large  portion  of  this  period  at  from  150  to  200 
points.  This  may  be  seen  from  Table  28,  on  page  227.  Merchants  and 
producers  had  therefore  become  accustomed  to  an  unusually  wide 
discount,  and  the  readjustment  of  the  producers'  price  to  offset  such 
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a  discount  was  fairly  complete.®  In  November  the  discount  narrowed, 
and  the  net  limits  "on''  also  narrowed,  thus  maintaining  a  fairly  con- 
stant mai^in  between  the  spot  price  and  the  producers'  price.  The 
renewed  divergence  of  the  future  price  from  the  spot  price  in  Decem- 
ber, however,  resulted  in  a  decided  increase  in  this  margin  between 
the  producers'  price  and  the  spot  price.  This  suggests  that,  despite 
the  experience  of  the  preceding  season,  producers  were  at  a  great 
disadvantage  in  interpreting  this  increase  in  the  discount  of  the  future 
price  and  were  unable  to  tell  whether  this  was  of  a  permanent  or  a 
temporary  character.  Under  these  circumstances,  the  discount,  as 
in  the  case  of  the  preceding  season,  worked  to  their  disadvantage. 
These  figures  for  1907-8  therefore  substantiate  the  conclusions  reached 
from  a  study  of  the  comparisons  for  1906-7. 

Section  7.  Comparison  of  buying  limits  of  cotton  merchants  with  discount 
of  New  Orleans  fntnre  price,  1907-8. 

Changes  in  limpts  of  a  firm  of  New  Orleans  merchants. — 
As  previously  stated,  during  a  part  of  the  season  1907-8  the  New 
Orleans  future  price  was  also  at  an  unusual  discount.  In  Table  12 
there  is  given  a  comparison  of  the  limits  of  a  New  Orleans  firm  of  cotton 
merchants  using  the  New  Orleans  future  market  as  a  basis  for  their 
purchases  of  cotton  in  this  season,  with  the  discount  of  the  New 
Orleans  future  price,  this  table  really  being  a  continuation  of  Table  6, 
on  page  76.  The  limits  of  these  merchants,  it  will  be  recalled,  are  for 
cotton  f.  o.  b.  ship's. side  at  New  Orleans,  and  include  the  charges 
necessary  for  such  delivery  from  the  point  of  purchase.  From  these 
actual  limits  a  deduction  of  50  points  has  been  made,  as  in  Table  6,  in 
order  to  facilitate  the  comparison. 

Tablb  12.-COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  biSCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN 
LIMITS,  OCTOBER  5,  1907,  TO  MARCH  27. 1908. 


Date. 


Basis 

month 

used. 


1907-8. 

Octobers 

December. 

October  12 

...do 

October  14 

. .  .do.. .. . . . 

October  16 

January... 

October  18 

...do 

October  23 

...do 

October  24 

...do 

October  25 

...do 

Future 

New 

price, 
oasis 

Orleans 

spot 

month.b 

price. 

Cmto. 

Cent*. 

U.07 

11.60 

10.79 

11.38 

10.93 

n.38 

10.82 

11.38 

10.93 

11.38 

10.30 

11.00 

10.33 

10.88 

10.33 

10.75 

Discount 

of  future 

price. 


Limits. 


Cent, 

CeiU. 

0.43 

0.56  on 

.59 

0.47  on 

.45 

0.41  on.... 

•  56 

...do 

.45 

0.50  on 

.70 

0.56  on 

.55 

0.50  on 

.42 

0.44  on 

Deduc- 
tions for 

freight 

and 

expenses. 

Net  (con- 
structive) 
limits. 

Cent. 

CenL. 

0.50 

0.06  on . . . 

.50 

0.03  off.... 

.50 

0.09  of! 

.50 

...do 

.50 

Even 

.50 

0.06  OB... 

.50 

Even 

.50 

0.06  off.... 

Maririn 
between 

N.  O. 
spot  and 
indicated 

interior 

prices. 


CenL 
0.37 
.62 
.54 
.65 
.45 
.64 
.55 
.48 


aByreference  to  chart  15,opposlte  page  136,it  will  beseen  that  early  in  September,  1907— that  is,  just  at  the 
beginning  of  the  buying  season— a  very  wide  discount  of  the  future  price  was  accompanied  by  a  wide  margin 
between  the  interior  price  and  the  spot  price  at  central  markets.    This,  however,  was  speedily  corrected, 

^  First  quotation. 
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Tabl«  12.-COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN 
LIMITS,  OCTOBER  5,  1907,  TO  MARCH  27,  190»-Contini]ed. 


Date. 


1907-«. 
November  2.. 

November  4.. 


Novembers.. 
November  6.. 
November?.. 
Novembers.. 
November  12. 
November  14. 
Decembers.. 
December  10. 
December  12. 
December  17. 
December  18. 
December  19. 
December  21 . 
December  23. 
December  27. 
December  30. 

January  7 

January  16... 
January  17... 
January  18... 
January  21... 
January  22... 
January  23... 
January  27... 
January  31 . . . 
February  6... 
February?... 
February  24.. 
February  25. . 
Febraary  28.. 
February  29.. 

March  9 

March  10 

March  2? 


Basis. 

month 

used. 


Future 

1 
New 

^ 

Orleans 
spot 

month. 

price. 

I 


January 
..do... 


..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
March. 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do.. 
May... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 
..do... 


.do. 
.do. 


Centt, 
10.37 

10.11 

10.39 
10.45 
10.29 
10.26 
10.45 
10.30 
10.95 
11.26 
11.2? 
10.98 
10.92 
10.93 
10.90 
10.88 
10.70 
10.96 
10.96 
11.66 
11.71 
n.65 
11.76 
11.68 
n.76 
n.60 
11.30 
11.14 
11.23 
10.80 
10.65 
10.64 
10.55 
10.73 
10.70 
9.78 


Onto. 

10.63 

10.69 

10.60 
10.75 
10.75 
10.75 
10.81 
10.88 
11.38 
11.88 
11.88 
11.50 
11.38 
11.38 
11.31 
11.25 
11.13 
11.25 
11.44 
11.94 
12.00 
12.00 
12.13 
12.25 
12.25 
12.13 
11.94 
11.75 
11.75 
11.50 
11.38 
11.38 
U.38 
11.13 
11.13 
10.50 


Discount 

of  future 

price. 


CtrU. 
0.26 

.58 

.30 
.30 
.46 
.49 
.36 
.58 
.43 
.62 
.61 
.52 
.46 
.45 
.41 
.37 
.43 
.29 
.48 
.28 
.29 
.35 
.38 
.57 
.49 
.53 
.64 
.61 
.52 
.70 
.73 
.74 
.83 
.40 
.43 
.72 


Limits. 


Cent, 
0.31  ona. 
fO.31  on. . 
[0.43  on.. 
0.47  ona. 
0.56  on.. 
0.50  on.. 
0.62  on.. 
0.59  on.. 
0.62  on.. 
0.69  on.. 
0.72  on.. 
...do.  o. . 
0.09  on.. 
0.60  on  a. 
0.51  on.. 
0.44  on.. 
0.38  on.. 
0.44  on.. 
0.50  on.. 
0.56  on.. 
0.44  on.. 
0.38  on.. 
0.35  on.. 
0.41  on.. 
0.50  on.. 

...do 

0.53  on.. 
0.56  on.. 
O.(i2on.. 
0.68  ono. 
0.72  on. . 
0.78  on.. 
0.75  on.. 
0.72  on.. 
0.09  on.. 
0.72  on.. 
0.62  on.. 


Deduo* 
tlons  for 

freight 

and 

expenses. 


Net  (con- 
structive) 
limits. 


Cent. 

aso 

.60 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.60 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 


0.19  off.. 

...do 

0.07  off.. 
0.03  off.. 
0.06  OB. 
0.00  on . 
0.12  on . 
0.00  oB. 
0.12  on. 
0.19  oB. 
0.22  on. 

.  ..do 

0.19  on. 
0.10  on. 
0.01  on. 
0.06  off.. 
0.12  off.. 
0.06  off.. 
Even.... 
0.06  on. 
I  0.06 off.. 
0.12  off.. 
0.15  off.. 
0.09  off.. 
Even.... 

..do 

0.06  on. 
0.06  on. 
0.12  on. 
0.18  on. 
0.22  on. 
0.88  on. 
0.25  on. 
0.22  on. 
0.19  on. 
0.22  on. 
0.12  on. 


Margin 
between 

N.  O. 

spot  and 

indicated 

interior 

prices. 


CenL 

0.46 
.77 
.66 
.33 
.24 
.37 
.37 
.27 
.40 
.24 
.40 
.39 
.33 
.36 
.44 
.47 
.49 
.40 
.29 
.42 
.34 
.41 
.50 
.47 
.57 
.40 
.50 
.68 
.49 
.34 
.48 
.45 
.49 
.61 
.21 
.21 
.60 


a  Limits  changed  slightly  on  this  day. 

Taking  the  table  in  its  entirety,  the  counterbalancing  movement  of 
the  limits  is  apparent.  Thus  the  discount  of  the  future  price  increased 
from  an  average  of  around  50  points  early  in  the  season  to  an  average 
of  about  75  points  in  the  latter  part  of  February.  During  this  interval 
the  net  limits  rose  from  about  "even'*  to  25  points  on,  these  compari- 
sons being  based  on  rough  averages  and  not  on  the  first  and  last  dates 
given  in  the  table. 
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While,  however,  the  table,  when  read  thus  broadly,  shows  an  oflFset- 
ting  movement  of  limits  almost  sufficient  to  counterbalance  the  increase 
in  the  discount  of  the  future  price,  these  comparisons,  if  carefully 
studied,  show  that  this  readjustment  was  not  made  with  sufficient 
promptness  to  prevent  the  occasional  increase  in  the  discount  from 
depressing  the  producer's  price.  This  may  be  seen  from  a  comparison 
of  the  figures  given  in  the  last  column  of  the  table,  which  show  that 
the  margin  between  the  producer's  price  and  the  New  Orleans  spot 
price  as  a  rule  widened  out  perceptibly  at  those  times  when  the 
discount  of  the  future  price  was  greatest. 

This  influence  of  the  discount  is  best  seen  from  chart  9,  opposite 
this  page  Thus  in  October,  when  the  discount  of  the  future  price  was 
comparatively  wide,  the  red  line  (which  represents  the  producer's  price) 
was  at  a  wide  margin  from  the  solid  black  line  (the  New  Orleans  spot 
price) .  Again  in  February,  when  the  discount  was  again  wide,  the  red 
line,  although  remaining  above  the  dotted  black  line,  nevertheless 
clearly  was  pulled  down  somewhat  by  the  depression  of  the  latter.  As 
a  matter  of  fact,  this  depressing  tendency  of  the  future  price  can  not  be 
shown  to  advantage  in  this  chart,  since  the  most  abnormal  discount  in 
the  New  Orleans  market  occurred  later  in  the  season,  after  this  firm 
of  merchants  had  ceased  to  put  out  buying  limits.  It  is,  however, 
suggestive  that  when  in  the  latter  part  of  March  the  future  price 
declined  rather  abruptly  from  the  spot  price,  it  pulled  the  producer's 
price  down  with  it.  This  is  evident  from  the  fact  that  an  increase  at 
this  time  in  the  margin  between  the  solid  black  line  and  the  dotted 
black  line  was  accompanied  by  an  increase  in  the  margin  between  the 
solid  black  line  and  the  red  line.  The  chart  clearly  shows  a  distinct 
relationship  between  the  dotted  black  line  and  the  red  Hne. 

Owing  to  the  frequency  with  which  limits  were  changed  by  these 
New  Orleans  merchants  in  this  season,  it  is  unnecessary  to  present  a 
daily  comparison,  as  was  done  for  the  preceding  season. 

It  should  be  noted  that  there  is  no  such  divergence  between  the 
indicated  producers'  price  and  the  New  Orleans  spot  price  in  Decem- 
ber, 1907,  as  suggested  by  the  comparison  for  the  New  York  market. 
This  is  partly  due  to  the  fact  that  the  squeeze  in  the  New  York  mar- 
ket in  December,  1907,  which  forced  up  the  New  York  spot  price 
very  sharply,  was  not  felt  to  the  same  extent  in  New  Orleans.  Con- 
sequently, the  New  Orleans  spot  price  was  at  an  unusually  wide  mar- 
gin from  the  New  York  spot  price.  When  this  fact  is  borne  in  mind, 
it  will  be  seen  that  the  movement  of  the  ultimate  price  to  the  producer 
was  about  the  same  in  both  cases,  as  would,  of  course,  be  expected. 

Changes  in  limits  of  a  firm  of  Alabama  merchants. — ^A  some- 
wliat  more  satisfactory  comparison  for  the  New  Orleans  market  is 
presented  in  Table  13,  which  shows  the  limits  of  the  firm  of  Alabama 
merchants  whose  limits  for  the  season  of  1906-7  have  already  been 
presented  in  Table  8,  on  page  83. 
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tablb  il~comparison  of  limits  used  by  a  cotton  firm  in  purchases  of  basis 

MIDDLING  COTTON  IN  TEXAS  WITH   DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE 
NEW  YORK  MARKET,  DAILY,  OCTOBER  1,  1907,  TO  JANUARY  28,  1908-ContInued. 


Date. 


1907-8. 


November  30. 
December  2 . . 
Decembers.. 
December  4.. 
Decembers.. 
December  6. . 
December  7.. 
December  9.. 
December  10. 
December  11. 
December  12. 
December  13. 
December  14. 
December  16. 
December  17. 
December  18. 
December  19. 
December  20. 
December  21 . 
December  23. 
December  24. 
December  27. 
December  28. 
December  30. 
December  31. 

January  2 

Januarys 

January) 

January  6 

January  7 

Januarys 

January  9 

January  10... 
January  11... 
January  13... 
January  14... 
January  15... 
January  16... 


Basis  month 
used. 


January. 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do.., 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

March... 

do... 

do... 


January  17 do. 


January  18. 
January  20. 
January  21. 
January  22. 
January  23. 
January  24. 
January  25. 
January  27. 
January  28. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Future 
price, 
oasis 

month. 


CenU. 
10.75 

10.80 
10.85 
11.03 
11.10 
11.03 
11.17 
11.25 
11.08 
10.83 
11.00 

n.oo 

10.97 
10.96 
10.66 
10.54 
10.53 
10.34 
10.45 
10.40 
10.26 
10.23 
10.35 
10.30 
10.50 
10.70 

0  10.48 
10.48 
10.46 
10.56 
10.47 
10.65 
10.74 
10.63 
10.82 
10.86 

611.22 
11.32 

Ml.  62 
11.55 
11.72 
11.60 
11.38 
11.50 
11.15 
11.25 
11.25 
11.01 


New 
York 

spot 
pnce. 


Cents. 
11.80 

11.80 

11.70 

11.90 

11.90 

12.05 

12.15 

12.15 

11.85 

11.95 

12.20 

12.10 

12.10 

11.90 

11.90 

11.90 

11.70 

11.80 

11.80 

11.70 

11.70 

11.80 

11.80 

11.80 

11.80 

11.40 

11.40 

11.40 

1L40 

11.30 

11.30 

11.45 

U.45 

11.55 

11.55 

11.65 

11.85 

12.10 

12.25 

12.26 

12.25 

12.10 

12.10 

11.90 

11.75 

12.00 

11.75 

11.65 


Discount 

of  future 

price. 


CefOt. 

1.05 

1.00 

.85 

.87 

.80 

1.02 

.98 

.90 

.77 

1.12 

1.20 

1.01 

1.13 

.94 

1.24 

1.36 

1.17 

.1.46 

1.35 

1.30 

1.44 

1.57 

1.45 

1.50 

1.21 

.70 

.92 

.92 

.94 

.74 

.83 

.80 

.71 

.92 

.73 

.79 

.63 

.78 

.63 

.70 

.53 

.50 

.72 

.40 

.60 

.75 

.50 

.64 


Net  (con- 
structive) 
limits. 


Cent. 
Even . . 

...do... 

...do 

...do... 

...do 

...do 

...do... 

...do 

...do.... 

0.05  off. 

...do 

...do... 

...do.... 

...do.... 

...do.... 

0.06  OB. 

...do.... 

...do 

...do..., 

...do..., 

0.80  OB. 

...do 

...do..., 

...do 

0.16  OB. 

...do..., 

...do..., 

...do.... 

...do 

...do 

...do.... 

...do.... 

...do.... 

...do 

...do.... 

Even... 

...do.... 

...do.... 

...do.... 

...do.... 

...do — 

0.20  off. 

...do 

...do 

...do 

...do.... 

...do..., 

Even... 


Margin 
between 

N.  Y. 
spot  and 
indicated 

Interior 

prices. 

Centa. 

1.06 

LOO 

.86 

.87 

.80 

L02 

.98 

.90 

.77 

L17 

L25 

1.06 

L18 

•  vV 

L29 

LSI 

L12 

L41 

L30 

L25 

L24 

1.37 

L25 

1.30 

LOO 

.55 

.77 

.77 

.79 

.50 

.68 

.65 

.56 

.77 

.58 

.79 

.63 

.78 

.63 

.70 

.63 

.70 

.92 

.60 

.80 

.95 

.70 

.64 


a  Price  between  second  and  third  calls. 
1008&-O9 7 


b  Closing  future  bid. 


98  COTTON   EXCHANGES — EFFECT  OF  FUTURE   CONTRACTS, 

Bearing  in  mind  the  unusual  condition  of  the  New  York  market 
in  December,  1907,  it  will  be  seen  that  the  limits,  as  in  the  prec  '^ing 
season,  showed  a  tendency  to  offset  changes  in  the  discount.  '«» 

during  most  of  October,  1907,  the  discount  of  the  January  i.  .:re 
price  from  the  spot  price  of  middling  ranged  around  90  points  ♦^^he 
average  after  the  10th  was  87  points.  At  this  time  the  net  '  aits 
ranged  from  5  points  on  to  30  points  on.  In  other  words,  a  i  '^r 
heavy  discount  of  the  future  price  was  accompanied  by  lim  .  n 
that  price.  During  November  the  discount  of  the  January  future 
price  was  smaller,  averaging  approximately  75  points.  This  nai row- 
ing of  the  discount  was  accompanied  by  a  narrowing  of  the  net  lim- 
its on,  which  for  the  most  part  did  not  exceed  5  points,  and  which 
at  the  close  of  November  fell  to  even. 

In  December  the  discount  of  the  January  future  price  be 
abnormally  wide,    at  one   time  reaching   157   points.     While     '^is 
widening  of  the  discount  was  accompanied  by  some  increase  in  th        ' 
limits,  which  rose  from  even  to  20  points  on,  it  will  be  seen  that  this 
change  in  the  limits  was  not  sufficient  to  fully  offset  the  increased 
discount  of  the  future  price.     Furthermore,  it  will  be  noted  th 
despite  this  increase  in  the  limits  the  actual  limits  were  somewi 
smaller  than  those  in  force  in  October,  although  the  discount  in  the 
meantime  had  increased  very  sharply.     This  means  that  the  ulti- 
mate price  to  the  producer  was  largely  influenced  by  the  future 
price  on  the  exchange. 

The  lagging  tendency  of  the  limits  may  best  be  appreciated  by 
reference  to  the  last  column  of  this  table,  showing  the  margin  between 
the  New  York  spot  price  and  the  indicated  interior  price.  It  will  be 
seen  that  this  margin  was  fairly  narrow  and  reasonably  constant  in 
October  and  the  greater  part  of  November.  In  December,  however, 
when  the  discount  of  the  future  price  became  abnormal,  this  margin 
also  widened  out  very  sharply. 

This  comparison  is  shown  graphically  in  chart  8,  opposite  page  99. 
As  in  the  similar  charts  already  presented,  the  heavy  black  line 
represents  the  New  York  spot  price,  the  dotted  black  line  the  New 
York  future  price,  and  the  red  line  in  the  upper  part  of  the  chart  the 
indicated  interior  price,  while  the  red  line  at  the  base  of  the  chart 
represents  the  margin  between  this  indicated  interior  price  and  the 
New  York  spot  price  and  the  black  line  at  the  base  of  the  chart 
represents  the  discount  of  the  New  York  future  price. 

From  the  chart  it  will  be  seen  that  in  October  the  indicated  interior 
price  was  above  the  New  York  future  price  and  at  only  a  moderate 
margin  from  the  New  York  spot  price,  and  that  up  to  the  latter  part  of 
November  the  margin  between  the  red  line  and  the  heavy  black  line 
was,  in  spite  of  some  irregularity,  fairly  constant.  In  December, 
however,  the  red  line  diverged  sharply  from  the  solid  black  Une,  this 
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divergence  being  especially  pronounced  in  the  latter  half  of  that 
month.  In  January  it  returned  to  a  much  narrower  mai^in  from  the 
solid  black  line.  The  important  thing  to  notice  is  that  this  divergence 
of  the  red  line  occurred  simultaneously  with  a  similar  divergence  of 
the  dotted  black  line;  that  is,  simultaneously  with  the  abnormal 
widening  of  the  discount  of  the  future  price.  This  is  more  clearly 
brought  out  by  reference  to  the  margin  curves  at  the  base  of  the 
chart,  where  it  will  be  seen  that  both  margins  increased  at  almost 
identically  the  same  time.  Taken  in  connection  with  previous  com- 
parisons, this  adds  further  evidence  to  confirm  the  conclusion  already 
reached — that  such  divergence  of  the  interior  price,  indicated  on  the 
chart  by  the  red  line,  is  directly  attributable  to  the  increase  in 
the  discount  of  the  future  price,  which  is  indicated  on  the  chart  by  the 
dotted  line. 

Except  for  the  divergence  of  the  interior  price  from  the  spot  price 
in  December,  however,  the  margin  between  these  prices,  while  wide, 
was  much  more  constant  than  in  the  season  1906-7.  This  will  be 
apparent  at  once  by  comparison  of  chart  8  with  chart  4. 

This  discussion,  therefore,  tends  to  show  that  it  is  not  so  much 
the  amount  of  the  discount  of  the  future  price  as  the  amount  of  the 
fluctuation  in  that  discount  which  aflFects  the  cotton  producer.  If  the 
discount  of  the  future  price  were  always  constant  at,  say,  100  points 
under  the  spot  price,  the  producer  might  receive  substantially  the 
same  price  for  his  cotton  as  if  this  discount  were  the  actual  normal 
of  about  25  points.  But  when  pronounced  changes  in  this  discount 
occur,  it  is  apparent  from  this  discussion  that  the  producer  (and,  as 
shown  elsewhere,  the  cotton  merchant  as  well)  is  placed  at  serious 
disadvantage. 

The  movement  of  limits  in  1907-8  appears  at  first  sight  to  be  some- 
what inconsistent  with  that  shown  for  1906-7, in  that  the  limits  "on" 
were  larger  at  a  time  when  the  discount  of  the  future  price  was 
narrow,  relatively  speaking,  than  they  were  when  the  discount  was 
somewhat  wider.  This  does  not,  however,  conflict  with  the  state- 
ment just  made  that  an  abnormal  discount  tends  to  pull  down  the 
producers'  price.  The  fact  that  the  limits  "  on ''  were  wide  in  the  early 
part  of  the  season,  when  the  discount  of  the  future  price,  taking  this 
season  by  itself,  was  considerably  narrower  than  it  later  became,  is 
partly  explained  by  the  fact  that  during  the  period  from  November, 
1906,  until  the  revision  meeting  in  the  early  part  of  September,  1907, 
the  discount  of  the  New  York  future  price  had  been  extremely  ab- 
normal, ranging  for  a  large  portion  of  this  period  at  from  150  to  200 
points.  This  may  be  seen  from  Table  28,  on  page  227.  Merchants  and 
producers  had  therefore  become  accustomed  to  an  unusually  wide 
discount,  and  the  readjustment  of  the  producers'  price  to  offset  such 
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a  discount  was  fairly  complete.*  In  November  the  discount  narrowed, 
and  the  net  limits  "on"  also  narrowed,  thus  maintaining  a  fairly  con- 
stant margin  between  the  spot  price  and  the  producers'  price.  The 
renewed  divergence  of  the  future  price  from  the  spot  price  in  Decem- 
ber, however,  resulted  in  a  decided  increase  in  this  margin  between 
the  producers'  price  and  the  spot  price.  This  suggests  that,  despite 
the  experience  of  the  preceding  season,  producers  were  at  a  great 
disadvantage  in  interpreting  this  increase  in  the  discount  of  the  future 
price  and  were  unable  to  tell  whether  this  was  of  a  permanent  or  a 
temporary  character.  Under  these  circumstances,  the  discount,  as 
in  the  case  of  the  preceding  season,  worked  to  their  disadvantage. 
These  figures  for  1907-8  therefore  substantiate  the  conclusions  reached 
from  a  study  of  the  comparisons  for  1906-7. 

Section  7.  Comparison  of  buying  limits  of  cotton  merchants  with  discount 
of  New  Orleans  future  price,  1907-8. 

Changes  in  limfts  of  a  firm  of  New  Orleans  merchants. — 
As  previously  stated,  during  a  part  of  the  season  1907-8  the  New 
Orleans  future  price  was  also  at  an  unusual  discount.  In  Table  12 
there  is  given  a  comparison  of  the  limits  of  a  New  Orleans  firm  of  cotton 
merchants  using  the  New  Orleans  future  market  as  a  basis  for  their 
purchases  of  cotton  in  this  season,  with  the  discount  of  the  New 
Orleans  future  price,  this  table  really  being  a  continuation  of  Table  6, 
on  page  76.  The  limits  of  these  merchants,  it  will  be  recalled,  are  for 
cotton  f.  o.  b.  ship's,  side  at  New  Orleans,  and  include  the  charges 
necessary  for  such  delivery  from  the  point  of  purchase.  From  these 
actual  limits  a  deduction  of  50  points  has  been  made,  as  in  Table  6,  in 
order  to  facilitate  the  comparison. 

Table  12.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  biSCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN 
LIMITS,  OCTOBER  5,  1907.  TO  MARCH  27. 1908. 


Date. 


Basis 

month 

used. 


1907-8. 
Octobers.. 
October  12. 
October  14 
October  16 
October  18 
October  23. 
October  24 
October  25 


Future 
price, 
oasis 

month.b 

New 

Orleans 

spot 

price. 

Cents. 

Cents. 

11.07 

11.50 

10.79 

11.38 

10.93 

11.38 

10.82 

11.38 

10.93 

11.38 

10.30 

11.00 

10.33 

10.88 

10.33 

10.75 

Discount 

of  future 

price. 


Limits. 


Cent. 

Cent. 

0.43 

0.56  on 

.59 

0.47  on 

.45 

0.41  on 

.56 

...do 

.45 

0.50  on 

.70 

0.56  on 

.55 

0.50  on 

.42 

0.44  on 

Deduc- 
tions for 

freight 

and 

expen.ses. 

Net  (con- 

stnirtive) 

limits. 

Cent, 

Cent.. 

0.50 

0.06  OB... 

.50 

0.08  off.... 

.50 

0.09  off 

.50 

...do 

.50 

Even 

.50 

0.06  011... 

.50 

Even 

.50 

0.06  off.... 

Margin 
between 

N.  O. 

spot  and 

indicated 

interior 

prices. 


CenL 
0.37 
.62 
.54 
.65 
.45 
.64 
.55 
.48 


a  By  reference  to  chart  15 ,  opposite  page  136,  it  will  be  seen  that  early  in  September,  1907— that  is,  Just  at  the 
beginning  of  the  buying  season^a  very  wide  discount  of  the  future  price  was  accompanied  by  a  wide  margin 
between  the  interior  price  and  the  spot  price  at  central  markets.    This,  however,  was  speedily  corrected. 

&  First  quotation. 
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Table  12.-COMPARI80N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OP  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN 
LIMITS,  OCTOBER  5,  1907,  TO  MARCH  27,  1008-Continued. 


Date. 


Basis. 

month 

used. 


1907-8. 
November  2. 

November  4. 


Novembers... 
November  6... 

November? 

Novembers... 
November  12... 


January 
...do 


.do... 
.do... 
.do... 
.do... 
.do... 


November  14. . . ' . .  .do. 


I 


..do... 
..do... 
March. 
..do... 
..do... 
..do... 


Decembers. 
December  10 
December  12 
December  17 
December  18 
December  19 
December  21 ...  I  .do. . 
December  23 ...  L .  .do. . 
December  27 ...'..  .do. . 
December  30. . . ' . .  .do. . 

January  7 .do.. 

January  16 ...do.. 

January  17 do.. 

January  18 do.. 

January  21 ' . .  .do.. 

January  22 1 . .  .do . . 

January  23 ;  May.. 

January  27 do.. 

January  31 do.. 

February  6 , . .  .do. . 

February  7 j..-do.. 

February  24 do.. 

February  25 '. .  .do.. 

February  28 L .  .do.. 

February  29 ' . . .do.. 

March  9 ...do.. 

March  10 |...do-. 

March  27 ' . .  .do. . 


Future 

New 

price, 
Dasls 

Orleans 
spot 

month. 

price. 

f 


CenU, 
10.37 

10.11 

10.39 
10.45 
10.29 
10.26 
10.45 
10.30 
10.95 
1L26 
1L27 
10.98 
10.92 
10.93 
10.90 
10.88 
10.70 
10.96 
10.96 
11.66 
11.71 
11.65 
n.75 
11.68 
1L76 
11.60 
11.30 
11.14 
11.23 
10.80 
10.65 
10.64 
10.55 
10.73 
10.70 
9.78 


CenU. 
10.63 

10.60 

10.60 
10.75 
10.75 
10.75 
10.81 
10.88 
11.38 
11.88 
11.88 
11.50 
11.38 
11.38 
11.31 
11.25 
11.13 
11.25 
U.44 
11.94 
12.00 
12.00 
12.13 
12.25 
12.25 
12.13 
n.94 
11.75 
11.75 
11.50 
U.38 
n.38 
11.38 
11.13 
11.13 
10.50 


Discount 

of  future 

price. 


Cent. 
0.26 

.58 

.30 
.30 
.46 
.49 
.36 
.58 
.43 
.62 
.61 
.52 
.46 
.45 
.41 
.37 
.43 
.29 
.48 
.28 
.29 
.35 
.38 
.57 
.49 
.53 
.64 
.61 
.52 
.70 
.73 
.74 
.83 
.40 
.43 
.72 


Limits. 


Cent. 
0.31  ono. 

10.31  on. . 
0.43  on. . 
0.47  ona. 
0.56  on.. 
0.50  on. . 
0.62  on.. 
0.59  on.. 
0.62  on.. 
0.09  on.. 
0.72  on.. 
...do.  o.. 
0.69  on.. 
0.60  on  o. 
0.51  on.. 
0.44  on.. 
0.38  on.. 
0.44  on.. 
0.50  on. . 
0.56  on.. 
0.44  on.. 
0.38  on.. 
0.35  on. . 
0.41  on.. 
0.50  on.. 

.  ..do 

0.53  on.. 
0.56  on.. 
0.62  on.. 
0.68  ona. 
0.72  on.. 
0.78  on.. 
0.75  on.. 
0.72  on.. 
0.69  on.. 
0.72  on.. 
0.62  on.. 


Deduc- 
tions for 

freight 

and 

expenses. 


Net  (con- 
structive) 
limits. 


Cent. 
0.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 


Cent. 

0.19  off.. 

..do 

0.07  off.. 

0.03  off.. 

0.06  on. 
I  0.09  on . 

0.12  on . 
!  0.09  oB. 

0.12  on. 

0.19  on. 

0.22  on. 

..do 

0.19  OB. 

0.10  on. 

0.01  on. 

0.06  off.. 

0.12  off.. 

0.06  off. . 

Even.... 

0.06  OB. 

0.06  off.. 

0.12  Off.. 

0.15  off.. 

0.09  off.. 

Even 

,..do 

0.06  on. 

0.06  on. 

0.12  oB. 

0.18  oa. 

0.22  oa. 

0.28  OB. 

0.26  oB. 

0.22  oa. 

0.19  OB. 

0.22  OB. 

0.12  OB. 


Margin 
between 

N.  O. 
spot  and 
indicated 

interior 

prices. 


Cent. 
0.46 
.77 
.65 
.38 
.24 
.37 
.87 
.27 
.46 
.24 
.40 
.39 
.33 
.86 
.44 
.47 
.49 
.49 
.29 
.42 
.34 
.41 
.50 
.47 
.67 
.49 
.50 
.58 
.49 
.34 
.48 
.45 
.49 
.61 
.21 
.21 
.60 


a  Limits  changed  slightly  on  this  day. 

Taking  the  table  in  its  entirety,  the  counterbalancing  movement  of 
the  limits  is  apparent.  Thus  the  discount  of  the  future  price  increased 
from  an  average  of  around  50  points  early  in  the  season  to  an  average 
of  about  75  points  in  the  latter  part  of  February.  During  this  interval 
the  net  limits  rose  from  about  "even"  to  25  points  on,  these  compari- 
sons being  based  on  rough  averages  and  not  on  the  first  and  last  dates 
given  in  the  table. 
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While,  however,  the  table,  when  read  thus  broadly,  shows  an  offset- 
ting movement  of  limits  almost  sufficient  to  counterbalance  the  increase 
in  the  discount  of  the  future  price,  these  comparisons,  if  carefully 
studied,  show  that  this  readjustment  was  not  made  with  sufficient 
promptness  to  prevent  the  occasional  increase  in  the  discount  from 
depressing  the  producer's  price.  This  may  be  seen  from  a  comparison 
of  the  figures  given  in  the  last  column  of  the  table,  which  show  that 
the  margin  between  the  producer's  price  and  the  New  Orleans  spot 
price  as  a  rule  widened  out  perceptibly  at  those  times  when  the 
discount  of  the  future  price  was  greatest. 

This  influence  of  the  discount  is  best  seen  from  chart  9,  opposite 
this  page  Thus  in  October,  when  the  discount  of  the  future  price  was 
comparatively  wide,  the  red  line  (which  represents  the  producer's  pric«) 
was  at  a  wide  margin  from  the  solid  black  line  (the  New  Orleans  spot 
price) .  Again  in  February,  when  the  discount  was  again  wide,  the  red 
line,  although  remaining  above  the  dotted  black  line,  nevertheless 
clearly  was  pulled  down  somewhat  by  the  depression  of  the  latter.  As 
a  matter  of  fact,  this  depressing  tendency  of  the  future  price  can  not  be 
shown  to  advantage  in  this  chart,  since  the  most  abnormal  discount  in 
the  New  Orleans  market  occurred  later  in  the  season,  after  this  firm 
of  merchants  had  ceased  to  put  out  buying  limits.  It  is,  however, 
suggestive  that  when  in  the  latter  part  of  March  the  future  price 
declined  rather  abruptly  from  the  spot  price,  it  pulled  the  producer's 
price  down  with  it.  This  is  evident  from  the  fact  that  an  increase  at 
this  time  in  the  margin  between  the  solid  black  line  and  the  dotted 
black  line  was  accompanied  by  an  increase  in  the  margin  between  the 
solid  black  line  and  the  red  line.  The  chart  clearly  shows  a  distinct 
relationship  between  the  dotted  black  line  and  the  red  line. 

Owing  to  the  frequency  with  which  limits  were  changed  by  these 
New  Orleans  merchants  in  this  season,  it  is  unnecessary  to  present  a 
daily  comparison,  as  was  done  for  the  preceding  season. 

It  should  be  noted  that  there  is  no  such  diveigence  between  the 
indicated  producers'  price  and  the  New  Orleans  spot  price  in  Decem- 
ber, 1907,  as  suggested  by  the  comparison  for  the  New  York  market. 
This  is  partly  due  to  the  fact  that  the  squeeze  in  the  New  York  mar- 
ket in  December,  1907,  which  forced  up  the  New  York  spot  price 
very  sharply,  was  not  felt  to  the  same  extent  in  New  Orleans.  Con- 
sequently, the  New  Orleans  spot  price  was  at  an  unusually  wide  mar- 
gin from  the  New  York  spot  price.  When  this  fact  is  borne  in  mind, 
it  will  be  seen  that  the  movement  of  the  ultimate  price  to  the  producer 
was  about  the  same  in  both  cases,  as  would,  of  course,  be  expected. 

Changes  in  limits  of  a  firm  of  Ai.abama  merchants. — ^A  some- 
what more  satisfactory  comparison  for  the  New  Orleans  market  is 
presented  in  Table  13,  which  shows  the  limits  of  the  firm  of  Alabama 
merchants  whose  limits  for  the  season  of  1906-7  have  already  been 
presented  in  Table  8,  on  page  83. 
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Table  13.-COMPARI80N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN 
LIMITS,  SEPTEMBER  27,  1907,  TO  MARCH  11,  1908. 


Date. 


Basis 

month 

used. 


1907-8. 
September  27 

October  4 

Octobers '...do 

Octobers '...do 

October  9 do 

October  10 do 

October  15. 
October  16. 

October  18 do. 

October  25 do. 

October  30 do. 


December. 
..do 


October  31... 
November  4. . 


.do. 
.do. 


Novembers do. 


November  6.. 
November  8. . 
November  12. 
November  14. 
November  18. 
November  19. 
November  21. 
November  23. 
Decembers.. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


December  10 do 

December  11 
December  12 
December  17 
December  20. 
December  21 
January  7 
January  14 
January  15 
January  18 
January  20 
January  23 
January  24. . 
January  28. . 
February  4 
February  6 
February  8 
February  15 
February  18 
February  25 
February  27 
March  10. . . 
March  11... 


Future 
price, 
oasis 

month.a 


Cents. 

laso 

10.97 
11.07 

n.i5 

11.10 
11.00 
10.94 
10.82 
ia93 

ia33 

9.93 
10.26 
10.11 
10.30 
10.45 
10.26 
ia45 
10.30 
10.05 
10.19 
10.36 
10.37 
11.26 
11.26 
10.95 
11.27 
10.98 
10.87 
10.90 
10.96 
11.22 
11.22 
11.65 
n.84 
11.76 
11.53 
11.28 
h  11. 18 
11.14 
11.19 
10.77 
10.84 
10.65 
10.60 
ia70 
10.63 


New 
Orleans 

spot 
price. 


Cents. 
11.50 
n.50 
11.50 
11.50 
n.50 
11.38 
11.38 
11.38 
11.38 
ia75 
10.38 
10.50 
10.69 
10.60 
10.75 
10.76 
10.81 
10.88 
10.75 
10.75 
ia88 
ia88 
U.63 
11.88 
11.88 
11.88 
11.50 
11.38 
11.31 
11.44 
11.75 
11.81 
12.00 
12.13 
12.25 
12.13 
12.00 
11.88 
11.75 
11.75 
11.50 
11.56 
11.38 
11.38 
11.13 
11.25 


Discount 

of  future 

price. 


Cent. 
a  61 
.53 
.43 
.35 
.40 
.38 
.44 
.  56 
.45 
.42 
.45 
.24 
.58 
.30 
.30 
.49 
^36 
.58 
.70 
.56 
.52 
.51 
.37 
.62 
.93 
.61 
.52 
.51 
.41 
.48 
.53 
.59 
.35 
.29 
.49 
.60 
.72 
.70 
.61 
.56 
.73 
.72 
.73 
.60 
.43 
.62 


Limits. 


Cent. 
0.31  on... 
0.50  on... 
0.62  on... 
a  74  on... 
0.81  on... 
0.68  on... 

...do , 

0.81  on..., 
0.68  on..., 
0.62  on..., 
0.44  on..., 
0.56  on.... 
0.50  on..., 
a  62  on.... 
0.56  on.... 
0.63  on.... 
0.60  on.... 

0.57  on 

0.60  on..., 
0.57  on.... 
0.54  on.... 
0.57  on.... 
0.62  on.... 
0.65  on.... 
0.62  on.... 
0.50  on.... 

0.56  on 

...do 

0.63  on.... 
0.50  on.... 

...do 

0. 56  on  c . . 

0.  soon.... 
0.53  on..., 
0.47  on.... 
0.50  on.... 
0.53  on.... 

0.56  on 

0.59  on.... 
0.62  one., 
0.68  on.... 

0.71  on 

0.75  on 

do 

0.72  on 

0.09  on.... 


Deduo* 

tions  for 

freight 

and 

expenses. 


Cent. 
0.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 
.50 


Net  (con- 
structive) 
limits. 


Margin 
betMreea 

N.O. 
spot  and 
indicated 

interior 


Cent. 
0.19  off. 
Even... 
0.18  OB. 
0.24  OB. 
0^1  OB. 
0.18  oB. 
...do.... 
0.81  OB. 
0.18  OB. 
0.12  oa. 
0.06  off. 
0.06  OB. 
0.00  OB. 
0.12  OB. 
0.06  OB. 
0.18  OB. 
0.10  OB. 
0.07  OB. 
0.10  OB. 
0.07  OB. 
0.04  OB. 
0.07  OB. 
0.12  OB. 
0.15  OB. 
0.12  OB. 

0.00  OB. 

0.06  OB. 
. .  .do. . . . 
0.08  OB. 
0.00  OB. 

...do 

0.06  OB. 
Even... 
0.08  OB. 
0.03  off.. 
Even... 
0.06  OB. 
0.06  OB. 
0.09  oB. 
0.12  OB. 
0.18  oB. 
0.21  OB. 
0.25  OB. 
...do... . 
0.22  OB. 
0.19  OB. 


Cent. 
0.80 
.53 
.31 
.11 
.00 
.20 
.26 
.25 
.27 
.30 
.51 
.18 
.40 
.18 
.24 
.36 
.26 
.61 
.60 
.49 
.48 
.44 
.25 
.47 
.81 
.52 
.46 
.45 
.38 
.39 
.44 
.53 
.35 
.26 
.62 
.60 


.64 
.52 
.44 

.66 
.51 
.48 
.44 
.21 
.43 


a  First  quotation,    b  Quotation  between  first  and  second  call,    f  Limits  changed  slightly  on  this  date. 
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From  this  table,  which,  of  course,  is  very  similar  to  Table  12,  it  wiD 
be  seen  that  during  the  greater  part  of  the  period  up  to  the  end  of 
December  the  discoimt  of  the  future  price  was  fairly  steady,  though 
wider  than  usual  for  New  Orleans.  In  the  main  the  discount  did  not 
much  exceed  60  points,  and  frequently  fell  below  that  figure.  In  the 
early  part  of  December,  it  is  true,  the  discount  of  the  January  future 
widened  out  sharply,  but  this  was  followed  by  a  narrowing  of  the 
discount  based  on  the  March  future.  During  this  period  the  net 
limits  off,  while  fluctuating  within  considerable  range,  were  neverthe- 
less much  more  constant  than  in  the  preceding  season.  At  the  close 
of  January  and  in  the  early  part  of  February,  however,  the  discount 
became  much  wider.  This  increase  in  the  discount,  it  will  be  seen,  was 
accompanied  by  a  widening  of  the  limits  *'on."  In  other  words,  the 
counterbalancing  tendency  so  frequently  referred  to  is  again  displayed. 
However,  this  readjustment  again  was  incomplete.  This  may  be  seen 
from  the  last  column  of  the  table,  which  shows  the  margin  between 
the  indicated  interior  price  and  the  New  Orleans  spot  price.  It  will 
be  noted  that  this  margin  was  widest  in  the  latter  part  of  November 
and  the  early  part  of  December,  and  again  in  the  latter  part  of  Jan- 
uary. At  those  periods  the  discount  of  the  future  price  was  also  wide. 
On  the  other  hand,  it  is  true  that  whereas  Table  12  shows  a  rather 
wide  margin  between  the  indicated  interior  price  and  the  New  Orleans 
spot  price  during  October,  when  the  discount  of  the  New  Orleans 
future  price  was  fairly  wide,  Table  13  shows  a  rather  narrow  margin 
between  the  interior  price  and  the  New  Orleans  spot  price.  Except 
for  this  month,  however,  the  movements  of  the  two  indicated  interior 
prices  were  substantially  in  harmony.  Such  inconsistencies  in  the 
movements  as  that  shown  in  October  must  be  expected  in  a  discussion 
of  tliis  sort  where  individual  price  records  are  compared.  It  should 
be  repeated  that  in  1907-8  conditions  in  the  cotton  trade  were  com- 
pUcated  by  the  panic  and  by  other  factors  and  that  such  circumstances 
undoubtedly  explain,  in  a  measure,  some  apparently  conflicting 
points  in  the  preceding  discussion.  The  tables  clearly  show,  however, 
a  tendency  of  Umits  to  correct  unusual  discounts  of  future  prices 
and  at  the  same  time  that  this  process  of  correction  does  not  operate 
perfectly. 

In  chart  10,  opposite  page  106,  the  limits  of  this  merchant  and  the 
discoimt  of  the  New  Orleans  price  are  graphically  presented.  This 
chart  very  clearly  shows  that  the  interior  price  (shown  by  the  red  line) 
followed  the  future  price  (shown  by  the  dotted  black  line)  much  more 
closely  than  it  followed  the  spot  price  (shown  by  the  heavy  black  line). 
Not  only  is  the  margin  between  the  red  line  and  the  solid  black  line 
widest  at  those  times  when  the  dotted  black  line  is  also  at  the  greatest 
margin,  but  from  week  to  week  the  movements  of  the  red  line  very 


EFFECT  ON  PRICES  PAID  PRODUCEBS.  105 

closely  coincide  with  those  of  the  dotted  black  line.  This  is  instantly 
apparent  from  the  margin  curves  at  the  base  of  the  chart,  from  which 
it  will  be  seen  that  the  two  margins  were  for  the  greater  part  of  the 
time  in  marked  accordance.  At  the  close  of  the  buying  season  it  is 
true  that  the  producers'  price  showed  considerable  indifference  to  the 
continuance  of  an  abnormal  discount  of  the  future  price.  This  is  in 
accord  with  the  preceding  evidence,  which  showed  a  similar  tendency 
in  the  long  run  of  the  producers'  price  to  break  away  from  the  future 
price  when  that  price  continued  at  an  abnormal  discount  over  a  long 
period. 

Summary. — ^The  tables,  and  more  particularly  the  charts,  presented 
in  these  sections,  discussing  limits  and  discounts  for  the  season  1907-8, 
show  that  although  discounts  in  all  three  futiure  markets  were  at 
times  abnormal,  there  was,  broadly  speaking,  a  readjustment  of  lim- 
its to  counterbalance  them,  so  that  the  producer  was  by  no  means 
injured  to  the  full  extent  of  the  discoimt.  At  the  same  time,  the 
tables  and  charts  also  show,  on  the  whole,  a  rather  more  constant 
margin  between  the  producers'  price  and  the  spot  price  at  central 
markets  than  in  the  preceding  season.  This,  as  pointed  out,  is  proba- 
bly due  to  the  fact  that,  while  the  discounts  in  all  markets  were 
unusually  wide,  they  fluctuated  somewhat  less  violently,  particularly 
at  New  York,  and  the  limits  of  cot*ton  merchants,  having  been 
established  earlier  in  the  season  on  the  basis  of  an  imusually  wide  dis- 
coimt, consequently  required  less  readjustment  than  would  otherwise 
have  been  the  case. 

However,  the  discussion  also  clearly  brings  out  the  fact  that  unusual 
discounts  of  the  future  price,  while  in  the  main  offset  by  a  read- 
justment of  limits,  nevertheless  do  exert  a  distinctly  depressing  influ- 
ence upon  the  price  paid  the  producer.  This  is  clearly  shown  by  the 
general  correspondence  in  the  charts  between  changes  in  the  curves 
representing  the  producers'  price  and  changes  in  the  curves  repre- 
senting the  future  price. 

Section  8.  Comparison  of  bnying  limits  of  a  firm  of  cotton  merchants  in 
pnrcliases  in  Texas  with  disconnt  of  Vew  Tork  contract  price,  1906-9. 

The  cotton  season  of  1908-9  was  sharply  distinguished  from  the 
two  preceding  seasons,  and  particularly  from  the  season  of  1906-7, 
with  respect  to  the  quality  of  the  crop.  Whereas  the  1906-7  crop 
was  one  of  the  lowest  grade  crops  on  record,  with  an  enormous  amount 
of  extremely  low  grade,  weather-stained,  and  damaged  cotton,  the 
crop  of  1908-9  was  of  exceptionally  high  quality.  Moreover,  the 
price  was  comparatively  low  early  in  the  season,  middling  cotton  in 
New  Orleans  being  quoted  in  September  and  October  around  9  cents. 
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and  spinners  were  disposed  to  buy  freely  in  advance  of  their  current 
requirements. 

New  York  revisions  of  September  and  November,  1908. — 
Another  important  circumstance  was  that  the  revision  committee 
of  the  New  York  Cotton  Exchange,  at  its  meeting  in  September,  1908, 
evidently  impressed  by  the  adverse  criticism  which  some  previous 
revisions  had  caused,  made  a  drastic  revision  of  the  contract  differ- 
ences for  several  important  low  grades,  particularly  good  ordinary 
and  low  middling  tinged.  The  difference  off  for  good  ordinary  was 
increased  from  200  to  250  points,  and  that  for  low  middling  tinged 
from  150  to  225  points.  The  difference  off  for  strict  good  ordinary 
also  increased  by  12  points.  This  is  shown  in  Table  14,  which  gives 
the  changes  in  contract  differences  made  at  that  time. 

Table  14.— CHANGES  IN  CONTRACT  DIFFERENCES  MADE  BY  REVISION  COMMITTEE  OF 

NEW  YORK  COTTON  EXCHANGE,  SEPTEMBER  9, 1908. 


Grade.a 


Differences 

Sriorto 
ept.  9. 


F»lr 

Strict  middling  fair 

Middling  fair 

strict  good  middling 

Good  middling 

Strict  middling 

Middling 

Strict  low  middling 

Low  middling 

strict  good  ordinary 

Good  ordinary 

Strict  good  middling  tinged. 

Good  middling  tinged 

Strict  middling  tinged 

Middling  tinged 

Strict  low  middling  tinged . . 

Low  middling  tinged 

Middling  stained 


CenU, 
1.75  on.. 
1.50  on.. 
1.25  on.. 
0.75  on.. 
0.50  on.. 
0.25  on.. 
Basis.... 
0.30  off.. 
1.00  off.. 
1.50  off.. 
2.00  off.. 
0.35  on.. 

0.20  off.. 
0.30  off.. 
1.00  off.. 
1.50  off. 
1.25  off. 


Differences 

established 

Sept.  9. 


Increase. 


Cents. 
1.75  on.., 
1.50  on... 
1.25  on.. 
0.75  on.., 
0.50  on.. 
0.25  on.. 

Basis 

0.30  off.. 
1.00  off... 
1.62  off.. 
2.50  off.. 
0.35  on.. 

(«>) 
0.20  off.. 
0.30  off.. 
1.00  off.. 
2.25  off.. 
1.00  off.. 


Cent. 


0.12 
.50 


.75 
f.25 


a  Full  grades  are  in  heavy  type. 


^  Valae  of  middling. 


e  Decrease. 


The  differences  on  for  some  of  the  highest  grades,  as  established  by 
the  New  York  revision  committee  at  its  meeting  in  September,  1908, 
were  unusually  wide.  Owing  to  the  large  supply  of  high-grade 
cotton  in  that  crop,  already  noted,  the  commercial  differences  for 
these  grades  later  narrowed  sharply  This  was  recognized  to  a  con- 
siderable extent  by  the  committee  at  its  meeting  in  November,  1908, 
when  the  differences  for  these  higher  grades  were  reduced  all  along 
the  line.  The  committee,  however,  made  almost  no  change  in 
differences  for  the  grades  below  middling,  although  at  the  time  of 
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its  meeting  the  commercial  differences  for  some  of  these  grades  were 
smaller  than  those  which  had  been  established  by  the  committee  in 
September.  Table  15  gives  the  changes  in  the  differences  made  by 
the  committee  at  its  November  meeting. 

Table  15.-CIIANGES  IN  CONTRACT  DIFFERENCES  MADE  BY  REVISION  COMMITTEE  OF 

NEW  YORK  COTTON  EXCHANGE,  NOVEMBER  19, 1908. 


Grade.o 


F»lr 

Strict  middling  fair 

Middling  fmlr 

Strict  good  middling 

Good  middling 

Strict  middling 

Middling 

Strict  low  middling 

Low  middling 

Strict  good  ordinary 

Good  ordinary 

Strict  good  middling  tinged 

Good  middling  tinged 

Strict  middling  tinged 

Middling  tlnge4 

Strict  low  middling  tinged . 

Low  middling  tinged 

Middling  sUined 


Difference  Difference 
prior  to  established 
Nov.  19.       Nov.  19. 


Cenit, 
1.75  on.. 
1.50  on.. 
1.25  on.. 
0.75  on.. 
0.50  on., 
0.25  on.. 
Basis.... 
0.30  off.. 
1.00  off. 
1.62  off.. 
2.50  off., 
0.35  on.. 

(ft) 
0.20  off. 
0.30  off., 
1.00  off. 
2.25  off. 
1.00  off.. 


CenU, 

1.50  on 

1.30  on 

1.10  on 

0.66  on.... 

0.44  on 

0.22  on 

Basis 

0.30  off.... 
1.00  off.... 
1.50  off.... 
2.50  off.... 
0.35  on 

(ft) 
0.20  off.... 

0.30  off 

1.00  off.... 
2.25  off.... 
1.00  off.... 


Decrease. 


Cent. 


0.25 
.20 
.15 
.09 
.06 
.03 


12 


a  Full  grades  are  in  heavy  type. 


^  Value  of  middling. 


In  comparing  the  differences  established  by  the  revision  committee 
with  the  commercial  differences  ruling  in  New  Orleans,  it  must  be 
borne  in  mind  that  some  of  the  lower  grades  recognized  in  the  New 
York  market  are  poorer  in  quality  and  class  than  the  grades  of  the 
same  names  in  New  Orleans.  Thus,  good  ordinary  cotton,  New 
York  standard,  is  a  distinctly  lower  grade  than  good  ordinary,  New 
Orleans  standard,  while  some  of  the  cotton  formerly  classed  as  low 
middling  tinged  in  New  York  could  not  be  delivered  at  all  in  New 
Orleans.  After  allowing  for  this  fact,  however,  it  seems  probable 
that  the  revision  at  New  York  in  November,  1908,  really  undervalued 
some  of  the  lower  grades.  However  that  may  be,  as  the  season 
progressed  the  commercial  differences  in  southern  markets  for  some 
of  the  lower  grades  narrowed  sharply  until  they  were  substantially 
less  than  the  differences  thus  fixed  by  the  New  York  revision  com- 
mittee. This  is  indicated  by  Table  16,  which  shows  the  changes  in 
spot-market  differences  at  New  Orleans  on  various  dates. 
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Table  16.— COMPARISON  OF  CONTRACT  DIFFERENCES  ESTABLISHED  BY  NEW  YORK 
REVISION  COMMITTEE  IN  NOVEMBER,  1908,  WITH  THE  SPOT-MARKET  DIFFERENCES 
IN  NEW  ORLEANS  AT  THAT  TIME  AND  AT  SUBSEQUENT  SPECIFIED  DATES. 


N.Y. 

contract 

differences 

established 

Nov.  19, 

1908. 

New  Orleans  differences. 

Grade. 

Nov.  19, 
1908. 

Jan.  4, 
1909. 

Feb.  1, 
1909. 

Mar.  1, 
1909. 

Apr.  1, 
1909. 

Mayl, 
1909.0 

Fair 

Centt. 
1.50  on.... 

l.lOon 

0.44  on.... 

Basis 

1.00  off.... 
2.50  off 

Cents. 
1.44  on.... 

0.69  on 

0.31  on 

Basis 

0.63  off.... 
2.00  off.... 

CenU. 

1.50  on 

0.75  on 

0.38  on 

Basis 

0.75  oft.... 
2.13  off.... 

Centt, 

1.63  on 

0.88  on 

0.50  on 

Basis 

0.75  off.... 
2.00  off.... 

Cewte. 

1.56  on 

0.81  on 

0.44  on 

Basis 

0.63  off.... 
1.60  off 

CetiU, 
1.56  on.... 

0.81  on 

0.44  on 

Basis 

0.56  off.... 
1.63  off.... 

Centt. 
1.50  on. 

Middling  fall 

Good  middling 

Middling 

0.75  on. 
0.38  on. 
Basis. 

Low  middling 

Good  ordinary' 

0.56  off. 
1.44  off. 

a  These  differences  continued  unchanged  throughout  the  remainder  of  the  season. 

From  this  table  it  will  be  seen  that  on  November  19,  1908,  when  the 
New  York  revision  committee  held  its  second  and  final  meeting  of 
the  year,  it  established  differences  for  the  high  grades  somewhat  in 
excess  of  the  spot-market  differences  then  prevailing  at  New  Orleans, 
while  for  low  middUng  and  good  ordinary,  the  two  most  important 
low  grades,  the  differences  off  were  much  greater  than  those  quoted 
at  New  Orleans.  Thus,  against  a  difference  of  0.63  cent  off  for  low 
middling  in  New  Orleans,  the  New  York  committee  left  the  contract 
difference  for  that  grade  at  1  cent  off;  and  it  left  the  difference  for 
good  ordinary  at  2.50  cents  off,  as  compared  with  2  cents  off  at  New 
Orleans.  Subsequently,  the  differences  off  for  low  grades  at  New 
Orleans  narrowed.  On  the  other  hand,  the  commercial  differences  for 
the  high  grades  in  New  Orleans  showed  a  tendency  to  increase,  so 
that  the  disparity  between  these  and  the  differences  fixed  by  the  New 
York  committee  was  reduced.  In  other  words,  the  apparent  over- 
valuation of  these  high  grades  by  the  New  York  differences  was  partly 
offset.  It  is  true,  however,  that  the  difference  for  middling  fair  in 
New  York  was  at  all  times  considerably  more  than  the  difference  for 
that  grade  in  the  New  Orleans  market. 

November  revision  followed  by  much  greater  uniformity  in 
DISCOUNT  OF  CONTRACT  PRICE. — Conditions  at  New  York  in  1908-9 
were  therefore  almost  exactly  the  reverse  of  those  existing  in  the  season 
1906-7;  that  is  to  say,  instead  of  an  enormous  surplus  of  low-grade 
cotton,  and  contract  differences  which  very  seriously  overvalued  such 
grades,  there  was  in  the  season  of  1908-9  only  a  very  moderate  quantity 
of  low  grades,  while  the  differences  for  these  grades  were  so  adjusted  as 
not  only  not  to  overvalue  them,  but  possibly  even  to  undervalue  them. 
This  was  a  very  unusual  and,  indeed,  an  extraordinary  condition  for 
the  New  York  market,  and  it  is  worth  pointing  out  that  it  is  an  excel- 
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lent  illustration  of  the  imnatural  results  which  may  occur  xmder  the 
fixed-difference  system.  It  is  also  proper  to  point  out,  in  view  of 
the  tendency  of  New  York  revision  conmiittees  for  several  years 
previously  to  overvalue  low-grade  cotton,  that  this  change  in  the 
opposite  direction  was  probably  brought  about  by  the  intense  dis- 
satisfaction which  had  resulted  from  the  exposure  of  the  evils  of  the 
fixed-difference  system.  At  any  rate,  one  of  the  most  serious  dangers 
which  in  preceding  seasons  had  threatened  the  purchaser  of  contracts 
in  the  New  York  market,  namely,  the  delivery  of  low-grade  and 
undesirable  cotton  at  overvaluing  differences,  was  practically 
eliminated.  Largely  as  a  result  of  this  condition,  the  contract  price 
at  New  York  during  a  considerable  part  of  the  season  of  1908-9 
maintained  an  um^sually  uniform  parity  with  the  price  of  spot- 
middling  cotton.  This  is  brought  out  by  Table  25,  on  page  214, 
which  gives  the  spot  price  of  middling  cotton  at  New  York  on  each 
Friday  during  the  season  1907-8  and  during  1908-9,  together  with  the 
closing  prices  of  future  contracts  for  the  same  dates,  and  the  margin 
between  these  prices.  This  greater  steadiness  is  more  clearly  shown 
by  chart  18,  opposite  page  216. 

Incbeased  steadiness  of  discount  accompanied  by  gbeateb 
STEADINESS  OF  LIMITS. — In  vicw  of  the  unusual  steadiness  of  the  margin 
between  the  spot  and  contract  prices  in  the  New  York  market 
during  the  season  of  1908-9,  and  the  substantial  uniformity  of  the 
margin  at  New  Orleans,  it  is  interesting  to  study  the  fluctuations  in 
the  buying  limits  of  merchants  in. that  season.  Since,  as  repeatedly 
emphasized,  the  future  month  used  as  a  basis  for  such  purchases  is 
frequently  changed,  and  since  the  future  quotations  for  forward 
months  may  properly  vary  from  the  current  future  quotation  as  a 
result  of  special  conditions,  it  is  obvious  that  some  change  in  buying 
limits  is  always  likely.  Nevertheless,  in  a  season  like  1908-9,  when 
the  margin  between  the  spot  and  the  future  price  was  unusually 
well  maintained  both  at  New  York  and  at  New  Orleans,  it  would  be 
expected,  in  view  of  the  preceding  discussion,  that  buying  limits 
likewise  would  show  less  violent  fluctuation  than  in  seasons  when 
that  margin  was  highly  irregular.  That  this  was  the  case  in  the 
main  is  indicated  by  Table  17,  which  gives  the  limits  used  in  Texas 
for  the  season  1908-9  by  the  firm  of  merchants  whose  Umits  for  the 
two  preceding  seasons  have  already  been  given  in  Tables  4  and  10. 
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Table  17.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF 
BASIS  MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN 
THE   NEW  YORK   MARKET,  WEEKLY,  OCTOBER  2,  1908,  TO  JANUARY  28, 1909. 


Date. 


1908-9. 

October  2 

October9 

October  16 

October  23 

October  30 

November  6 

November  13 

November  20 

November  27 

December  4 

Decemberll 

December  18 | do. 

December  24 do. 

December  31 i do. 

Januanr? do. 

January  14 do. 

January  21 j do. 

January  28 do. 


Basis  month 
used. 


March. 
....do- 

do. 

May... 

do. 

do. 

do. 

do. 

do. 

do. 

do. 


Future 
month.o 

New 

York 

spot 

price. 

CenU. 

CefUi. 

8.61 

9.25 

8.40 

9.00 

8.46 

9.30 

8.68 

9.40 

8.72 

9.35 

8.75 

9.30 

8.87 

9.25 

9.30 

9.60 

9.04 

9.45 

8.91 

9.35 

&64 

9.10 

8.68 

9.10 

8.83 

9.30 

8.92 

9.35 

9.05 

9.25 

9.22 

9.60 

9.57 

10.00 

9.56 

10.00 

Discount 

of  future 

price. 


Cent. 
0.74 
.60 
.84 
.72 
.63 
.55 
.38 
.50 
.41 
.44 
.46 
.42 
.47 
.43 
.20 
.38 
.43 
.45 


Limits. 


Deduc- 
tions for 
freight 

and 
expenses. 


Net  (coD- 

structive) 

limits. 


Cent. 
0.55  on. 
0.50  on. 
0.60  on. 
0.45  on. 
0.30  on. 
...do.... 
0.25  on. 
0.20  on. 

W 
0.10  on. 
...do.... 
0.05  on. 
Even.. 
0.12  on. 
0.20  on. 
0.15  on. 
0.10  on. 


Cent. 
0.70 
.70 
.70 
.70 
.70 
.70 
.70 
.70 


.70 
.70 
.70 
.70 
.70 
.70 
.70 
.70 


Cent. 
0.15  off. 
0.20  off. 
0.10  off. 
0.25  oti. 
0.40  off. 

Do. 
0.45  off. 
0.50  off. 


0.60  off. 

Do. 
0.65  off. 
0.70  off 
0.58  off. 
0.50  off. 
0.55  off. 
0.60  off. 


a  First  quotation. 


b  No  limits  out. 


The  table  clearly  shows  a  greater  steadiness  of  limits  when  the 
discount  of  the  future  price  is  comparatively  steady.  Thus,  from 
November  20  to  January  28  the  extreme  change  in  the  limits  was 
only  20  points.  During  this  interval  the  discount  of  the  future 
price  fluctuated  by  only  30  points  (considering  only  the  specific 
dates  shown  in  the  table)  and  for  the  most  part  was  comparatively 
steady  around  45  points.  As  previously  pointed  out,  this  steadiness 
of  limits  is  highly  desirable,  since  whenever  the  merchant  is  forced 
to  change  his  limits  by  a  large  amount  it  is  apparent  that  he  is  not 
only  himself  placed  at  a  great  disadvantage,  but,  furthermore,  that 
his  natural  disposition  will  be  to  make  his  limits  off  unduly  wide 
or  his  limits  on  unduly  small  in  order  to  protect  himself-  This 
means  that  the  producer  will  suffer  unjust  injury. 

In  1908-9  the  discount,  instead  of  widening  as  the  season  pro- 
gressed, was  unduly  wide  at  the  beginning  of  the  season  and  subse- 
quently narrowed.  From  84  points  on  October  16,  based  on  March 
futures,  the  discount  by  November  6,  based  on  May  futures,  had 
fallen  to  55  points,  and  by  the  end  of  November  to  about  45 
points,  around  which  figure  it  remained  fairly  constant  up  to  the  end 
of  January.  During  this  interval  the  actual  limits  changed  from 
about  55  to  60  points  on  to  **even, "  closing  on  January  28  at  10 
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points  on;  there  was,  therefore,  a  net  narrowing  of  the  limits  on  of 
about  45  points.  The  net  limits  changed  from  about  15  points  off 
to  60  points  off.  This  table,  therefore,  well  illustrates  the  gen- 
eral principle  that  a  marked  change  in  the  discount  of  the  future 
price  is  usually  accompanied  by  a  counterbalancing  movement  of  the 
limits.  It  is  worth  pointing  out  that  the  readjustment  of  limits  in 
this  case  when  the  discount  was  narrowing,  however,  appears  to 
have  been  made  rather  more  promptly  than  in  1906-7,  when  the 
discount  was  widening.  This  suggests  that  the  injury  to  the  pro- 
ducer resulting  from  an  abnormal  depression  of  the  contract  price  is 
not  counterbalanced  by  an  extra  profit  when  there  is  an  unusual 
narrowing  of  the  discount.  Even  if  the  chances  of  benefit  or  injury 
were  about  equal,  however,  these  discounts  would  be  highly  objec- 
tionable because  of  the  great  uncertainty  which  they  inject  into 
transactions  in  cotton. 

In  Table  18  is  given  a  daily  comparison  of  the  limits  of  these  mer- 
chants with  the  discount  of  the  future  price  for  the  season  of  1908-9, 
this  table  being  similar  to  Tables  5  and  11,  already  presented. 


Table  18.-C0MPAR1S0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE  NEW 
YORK  MARKET,  DAILY,  OCTOBER  1, 1908,  TO  JANUARY  28, 1909. 


Date. 


Basis  month 
used. 


March. 
do. 


October  1 

October  2 

Octobers do. 

Octobers ' do. 

Octobers ' do. 

October? do. 

October  8 do. 

October  9 do, 

October  10 j do. 

October  12 do. 

October  13 1 do. 

October  14 do. 

October  15 do. 

October  16 do. 

October  17 do. 

October  19 do. 

October  20 do. 

October  21 \ do. 

October  22 do. 

October  23 ;  May . . 

October  24 do. 

October  26 do . 


Future 
price, 

month.o 

New 

York 

spot 

price. 

Cents. 

Cents, 

8.52 

9.30 

8.51 

9.25 

8.43 

9.15 

8.34 

9.05 

8.25 

9.05 

8.36 

9.15 

8.35 

9.05 

8.40 

9.00 

8.36 

9.10 

8.55 

9.20 

8.46 

9.15 

8.46 

9.20 

8.50 

9.20 

8.46 

9.30 

8.50 

9.30 

8.58 

9.20 

8.56 

9.25 

8.59 

9.30 

8.68 

9.40 

8.68 

9.40 

8.68 

9.35 

8.61 

9.35 

Discount 

of  future 

price. 


Cent. 
0.78 
.74 
.72 
.71 
.80 
.79 
.70 
.60 
.74 
.65 
.69 
.74 
.70 
.84 
.71 
.62 
.60 
.71 
.72 
.72 
.67 
.74 


Net  (con- 
structive) 
llmlts.b 


Cent. 


0.15  off. 
...do... 
...do... 
...do... 
...do... 
...do... 
0.20  off. 
...do... 
...do... 
...do... 
...do... 
...do... 
0.10  off. 
...do... 
...do... 
...do... 
...do... 
...do... 
0.25  off. 
...do... 
...do... 


Marfdn 
between 

N.  Y. 
spot  and 
Indicated 

interior 

prices. 


Cents. 


0.89 
.87 
.80 
.95 
.94 
.85 
.80 
.94 
.85 
.89 
.94 
.90 
.94 
.81 
.72 
.79 
.81 
.82 
.97 
.92 
.99 


a  First  quotation. 

b  The  limits  in  this  table,  as  in  the  case  of  Table  5,  are  given  by  weekly  intervals  only. 
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Table  18.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE  NEW 
YORK  MARKET,  DAILY,  OCTOBER  1, 1908,  TO  JANUARY  28, 1909-Contlnued. 


Date. 


Basis  month 
used. 


1906-^.  , 

October 27 !  May... 

Octoljer  28 ' do . 

October  20 do. 

October  30 do. 

October  31 do. 

November  2 do. 

November  4 ' do. 

November  5 do. 

November  6 do. 

November  7 ' do. 

November  9 ' do. 

November  10 ' do. 

November  11 do . 

November  12 do. 

November  13 do . 

November  14 do. 

November  16 ' do. 

November  17 ' do. 

November  18 do. 

November  19 do. 

November  20 do. 

November  21 do. 

November  23 do. 

November  24 do. 

November  25 do. 

November  27 do. 

November  28 ' do. 

November  30 ' do. 

Decemlwr  1 ' do. 

December  2 do. 

December  3 do. 

December  4 i do . 

December  5 do. 

....do, 
....do. 
....do. 


December  7 

December  8 

December  9 

December  10 do 

December  11 do 

December  12 ' do 

December  14 do 

December  15 do 

December  16 i do 


December  17. 
December  18. 
December  19. 
December  21 . 
December  22. 
December  23. 


.do. 
.do. 
.do. 
.do. 
.do. 
.do. 


Future 

price, 

oasis 

month. 


Cents. 
8.66 
8.75 
8.73 
8.72 
8.79 
8.86 
8.91 
8.81 
8.75 
8.86 
8.80 
8.94 
8.91 
8.76 
8.87 
8.83 
8.84 
8.88 
8.95 
9.01 
9.00 
9.06 
9.04 
9.00 
9.06 
9.04 
9.02 
9.05 
8.86 
8.86 

o.  jfo 

8.91 
8.81 
8.85 
8.76 
8.67 
8.85 
8.64 
8.60 
8.68 
8.71 
8.60 
8.56 
8.68 
8.70 
8.68 
8.70 
8.81 

a  No  limits  out  at  this 


New 
Yorlc 
spot 
price. 


OmU. 
0.40 
0.46 
0.35 
0.35 
0.35 
0.40 
0.35 
0.25 
0.30 
0.30 
0.35 
0.35 
0.30 
0.35 
0.25 
0.35 
0.35 
0.45 
0.55 
0.55 
0.50 
0.55 
0.55 
0.45 
0.45 
0.45 
0.45 
0.35 
0.35 
0.35 
0.35 
0.35 
0.35 
0.35 
0.25 
0.25 
0.15 
0.10 
0.10 
0.10 
0.10 
0.10 
0.10 
0.10 
0.20 
0.15 
0.25 
0.30 


Discount 

of  future 

price. 


Cent. 
a  74 
.70 
.62 
.63 
.56 
.54 
.44 
.44 
.55 
.44 
.55 
.41 
.30 
.50 
.38 
.52 
.51 
.57 
.60 
.54 
.50 
.40 
.51 
.36 
.40 
.41 
.43 
.30 
.40 
.40 
.36 
.44 
.54 
.50 
.40 
.58 
.30 
.46 
.41 
.42 
.30 
.50 
.54 
.42 
.50 
.47 
.55 
.49 


Net  (con- 
structive) 
limits. 


Margin 

between 

N.Y. 

spot  and 

indicated 

interior 

prices. 


Cent. 
0.25  off . . 

..do 

..do 

0.40  off... 

..do 

..do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

...do 

0.45  off... 

...do 

...do 

...do 

...do 

...do 

0.50  off... 

...do 

...do 

...do 

...do 

(•) 

(•) 

(•) 

(•) 

(•) 

(«) 

(•) 

(•) 

(•) 

(•) 

(•) 

(•) 
0.60  off.... 

...do 

...do 

..'.do 

...do 

...do 

...do 

...do 

...do 

•  •  •  «A V  •••••• 


Cent*. 

0.09 

.OS 

.87 

1.03 

.06 

.94 

.84 

.84 

.OS 

.84 

.OS 

.81 

.79 

.99 

.83 

.97 

.96 

1.02 

1.06 

.09 

1.00 

.99 

1.01 

.86 

.90 


1.06 
LOl 
1.02 
.90 
LIO 
1.14 
LOS 
LIO 
1.07 
L15 

1.0^ 


time. 
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Table  18.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  PURCHASES  OF  BASIS 
MIDDLING  COTTON  IN  TEXAS  WITH  DISCOUNT  OF  THE  FUTURE  PRICE  IN  THE  NEW 
YORK  MARKET,  DAILY,  OCTOBER  1, 1908,  TO  JANUARY  28, 1909— Continued. 


Date. 


1908-9. 


Basis  month 
used. 


May. 


December  24 

December  28 do. 

December  29 do . 

December  30 do . 

December  31 do . 

January  4 do. 

January  5 do. 

January  6 do. 

January? do. 

Januarys do. 

January  9 do. 

January  11 do. 

January  12 do. 

January  13 do. 

January  14 do. 

January  15 do. 

January  16 do. 

January  18 , do. 

January  19 ' do . 


Future 

price, 

oasis 

month. 


January  20. 
January  21 . 
January  22. 
January  23. 
January  25. 
January  26. 
January  27. 
January  28. 


do. 
.do. 
.do. 
.do. 
.do. 
do. 
.do. 
.do. 


OaUs, 
8.83 
8.90 
8.89 
8.97 
8.92 
9.03 
8.92 
8.95 
9.06 
9.06 
9.15 
9.19 
9.23 
9.16 
9.22 
9.24 
9.30 
9.41 
9.43 
9.36 
9.57 
9.59 
9.65 
9.65 
9.57 
9.65 
9.55 


New 

Yoric 

spot 

price. 


OnU». 
9.30 
9.30 
9.30 
9.20 
9.35 
9.35 
9.25 
9.25 
9.25 
9.40 
9.40 
9.50 
9.50 
9.45 
9.60 
9.65 
9.70 
9.80 
9.70 
9.85 
10.00 
10.00 
10.00 
9.90 
10.00 
9.90 
10.00 


Discount 

of  future 

price. 


Cent. 
0.47 
.40 
.41 
.23 
.43 
.32 
.33 
.30 
.20 
.34 
.25 
.31 
.27 
.29 

•  .38 
.41 
.40 
.39 
.27 
.49 
.43 
.41 
.35 
.25 
.43 
.25 
.45 


Net  (con- 
structive) 
limits. 


Cera. 
0.65  off.. 

...do 

...do 

...do 

0.70  off. . 

...do 

...do 

...do 

0.58  off.. 
...do.... 

...do 

...do.... 
...do.... 
...do.... 
0.50  off.. 
...do.... 

...do 

...do 

...do 

...do.... 
0.55  off. . 

...do 

...do 

...do.... 
...do 

ft 

...do 

0.60  off.. 


Mart^ 
between 

N.Y. 

spot  and 

indicated 

Interior 

prices. 


Cent*. 

L12 

L05 

1.06 

•  flo 

1.13 

1.02 

1.03 

LOO 

.78 

.92 

.83 

.89 

.85 

.87 

.88 

.91 

.90 

.89 

.77 

.99 

.  oH 

.96 
.90 
.80 
.96 
.80 
LOB 


From  this  table  the  greater  steadiness  of  movements  of  limits  and 
interior  prices  is  at  once  apparent.  Thus,  for  the  greater  part  of  the 
time  the  margin  between  the  indicated  interior  price  and  the  New 
York  spot  price,  shown  in  the  last  column  of  the  table,  was  compara- 
tively steady,  ranging  in  the  neighborhood  of  from  90  to  100  points. 
The  average  of  these  margin  figures  by  months  was  as  follows:  Octo- 
ber, 89;  November,  93;  December,  106;  January,  91.  On  the  whole, 
therefore,  the  interior  price  moved  in  very  close  sympathy  with  the 
New  York  spot  price.  It  is  nevertheless  important  to  point  out  that 
even  in  this  season  the  readjustment  of  limits  temporarily  worked  to 
the  disadvantage  of  the  producer.  Thus,  in  the  latter  part  of  Decem- 
ber the  merchant  increased  his  net  limits  off  from  60  points  to  65  and 
then  to  70.  At  this  time  the  discount  of  the  future  price  showed  a 
narrowing  tendency,  but  the  adjustment  of  limits  was  greater  than 
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the  narrowing  of  the  discount.     The  result  was  a  moderate  increase  in 
the  margin  between  the  interior  price  and  the  New  York  spot  price. 

In  chart  11,  opposite  this  page,  the  movements  of  these  prices  and 
limits  are  shown  graphically.  By  comparison  with  charts  4  and  8, 
already  presented  opposite  pages  74  and  99,  respe<5tively,  the  greater 
harmony  of  the  movements  in  1908-9  will  be  instantly  apparent. 
Thus,  whereas  in  both  the  preceding  seasons  the  indicated  interior 
price  crossed  the  future  price  and  moreover  fluctuated  with  decided 
irregularity  from  time  to  time,  in  this  chart  these  lines  never  cross, 
while  the  subsidiary  fluctuations  in  them  were  decidedly  less  violent 
than  those  shown  for  the  preceding  seasons.  It  is  true,  as  the  pre- 
ceding discussion  shows,  that  the  margin  between  the  New  York  spot 
price  and  the  New  York  future  price — that  is,  the  margin  between  the 
heavy  black  line  and  the  dotted  black  line — narrowed  somewhat 
during  the  first  two  months  of  the  season.  Broadly  speaking,  how- 
ever, the  three  prices  moved  much  more  nearly  in  harmony  than  in 
either  of  the  two  preceding  seasons. 

The  chart  also  very  well  brings  out  the  point,  previously  noted,  that 
a  narrowing  of  the  discoimt.does  not  have  the  same  tendency  to  pidl 
up  the  interior  spot  price  toward  the  New  York  spot  price,  as  a  widen- 
ing of  that  discoimt  has  to  drag  down  the  interior  price.  Thus,  it  will 
be  noted  that  the  mai^in  between  the  interior  spot  price  and  the  New 
York  spot  price  (shown  by  the  red  margin  curve  at  the  bottom  of  the 
chart)  was  fairly  constant  at  just  about  90  points  throughout  most 
of  the  period,  and  this  despite  the  fact  that  the  discount  of  the 
future  price  (shown  by  the  black  curve  at  the  bottom  of  the  chart) 
narrowed  from  rather  more  than  75  points  to  less  than  50  points. 

This  chart,  therefore,  shows  almost  no  diverting  influence  by  the 
future  price  upon  the  interior  price*  This  confirms  the  foregoing  gen- 
eral conclusions  as  to  the  effect  of  future  prices  upon  the  producer. 
Previous  charts  have  shown  abnormal  discounts  of  the  future  price, 
and  these  discounts  have  almost  invariably  been  accompanied  by 
divergences  of  the  producers'  prices  from  the  spot  prices  in  the  respec- 
tive central  markets.  This  chart,  however,  shows  that  the  discount 
of  the  future  price,  while  unduly  wide  for  a  time,  was,  after  October 
fairly  constant,  and  this  is  accompanied  by  a  producers'  price  which 
follows  with  close  parallelism  the  spot  price  in  the  central  market. 
The  conclusion  is  obvious  that  the  occurrence  of  excessive  discounts 
of  the  future  price,  caused  by  erroneous  and  artificial  exchange  condi- 
tions, is  largely  responsible  for  the  divergence  of  the  producers'  price 
from  the  spot  price  in  the  central  market.  In  so  far  as  this  divergence 
is  in  the  nature  of  a  decline  (and  that  is  the  normal  effect  of  evils  of  the 
future  contract)  it  results  in  injury  to  the  producer  of  cotton. 

This  table  and  the  chart,  therefore,  add  in  a  negative  manner  coi^ 
roborative  evidence  to  the  conclusions  already  reached  from  the  pre- 
ceding discussion — namely,  that  in  seasons  when  the  discount  of  the 
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future  price  is  comparatively  steady  the  margin  between  the  pro- 
ducers' price  and  the  spot  price  at  central  markets  is  also  much  more 
constant.  This  means,  in  turn,  that  the  producer  obtains  more 
nearly  a  proper  price  for  his  cotton. 

Section  9.  Comparison  of  limits  of  cotton  merchants  with  disconnt  of  Kew 
Orleans  future  price,  1908-9. 

Changes  in  limits  of  a  firm  of  New  Orleans  merchants. — 
There  remain  to  be  considered  the  limits  of  merchants  using  the  New 
Orleans  market  as  a  basis  in  this  season,  1908-9.  A  comparison  of  the 
limits  of  a  firm  of  New  Orleans  merchants  is  given  in  Table  19,  this 
table  really  being  a  continuation  of  Tables  6  and  12,  on  pages  76  and 
100,  respectively. 

Table  19.-C0MPARIS0N  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  NEW  ORLEANS  IN 
PURCHASES  OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF 
THE  FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET,  SEPTEMBER  10, 1908,  TO  APRIL 
16,  1909. 

[A  mlnua  diaoount  means  that  the  fature  price  was  at  a  premium  over  the  spot  price.] 


Date. 


Basis 

month 

used. 


1908-9. 
September  10.   October. 

September  17 do. 

September  21 do 

September  28.   December. 

Septembcr29 do 

Octol>er  6 do 


October  10. 
October  16. 
October  23. 
October  28. 


.do. 
.do. 
.do. 
.do. 


Future 
price, 
oasis 

month.a 


New 

Orleans 

spot 

price. 


October  29 do. 


October  30. . . 
November  19 
November  20. 
November  21. 
December  14. 
December  17. 
December  30. 
January  11... 
January  15... 
January  21 . . . 
February  25.. 

March  1 

March  3 

March  10 

March  22 

April  6 

April  15 


January. 

do... 

do... 

do... 

March... 

do... 

do... 

do... 

do... 

do... 

May 

do... 

do... 

do... 

do... 

do... 

do... 


Centt. 
8.85 
8.81 
8.78 
8.83 
8.68 
8.38 
8.38 
8.51 
8.72 
8.74 
8.72 
8.64 
8.93 

o.  oo 

8.98 
8.63 
8.56 
8.94 
9.14 
9.36 
9.65 
9.40 
9.40 
9.61 
9.53 
9.21 
9.77 
10.18 


CenU. 
9.19 
9.19 
9.06 
9.13 
9.06 
8.76 
8.81 
8.94 
9.00 
9.00 
9.00 
9.00 
9.00 
9.00 
9.06 
8.75 
8.60 
8.88 
9.19 
9.38 
9.63 
9.31 
9.38 
9.50 
9.50 
9.25 
9.76 
10.13 


Discount 

of  future 

price. 


Cent. 

0.34 

.38 

.28 

.30 

.38 

.37 

.43 

.43 

.28 

.26 

.28 

.36 

.07 

.12 

.08 

.12 

.13 

-.06 

.05 

.02 

-.02 

-.09 

-.02 

-.11 

-.03 

.04 

—.02 

-.05 


Lhnlts. 

Deduc- 
tions for 
freight 
and 
expenses. 

Net  (con- 
structive) 
limits. 

Margin 
between 

N.  0. 
spot  and 
indcated 

interior 

prices. 

Cent, 

Cent. 

Cent. 

Cent. 

0.50  on 

0.50  '  Even 

0.34 

0.53  on 

.50 

0.06  OB.... 

.35 

0.47  on 

.50 

0.03  off.... 

.31 

. .  -do 

.50  '.do 

.33 

0.55  on 

.50  j  0.06  011... 

.33 

0.49  on 

.50 

0.01  off.... 

.38 

0.44  on.... 

.50 

0.06  off 

.49 

0.38  on 

.50 

0.12  off.... 

.56 

0.34  on 

.50 

0.16  off.... 

.44 

0.31  on 

.50 

0.19  off. . . . 

.45 

0.28  on 

.50 

0.22  oil.... 

.60 

...do 

.50 

...do 

.68 

0.25  on 

.50 

0.25  off.... 

.32 

0.28  on.... 

.50 

0.22  off.... 

.34 

0.25  on 

.50 

0.25  off.... 

.33 

0.16  on 

.50 

0.34  off.... 

.46 

0.13  on 

.50 

0.37  off . . . . 

.60 

0.09  on 

.60 

0.41  off.... 

.36 

0.06  on 

.50 

0.44  Off . . . . 

.49 

0.09  on 

.50 

0.41  off 

.43 

0.03  on 

.50 

0.47  off.... 

.46 

0.13  off.... 

.50 

0.63  off.... 

.64 

0.03  off.... 

.50 

0.53  off 

.61 

Even 

.50 

0.50  off 

.39 

0.06  on.... 

.60 

0.44  off.... 

.41 

0.09  on 

.50 

0.41  off.... 

.46 

.  ..do 

.50 

...do 

.39 

0.03  on 

.50 

0.47  off.... 

.42 

a  First  quotation. 
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The  New  Orleans  discount  in  1908-9,  it  will  be  seen  from  this  table^ 
was  rather  wide  in  the  early  part  of  the  season,  ranging  from  about 
30  to  45  points  during  the  period  up  to  the  middle  of  October;  but 
after  the  1st  of  November,  1908,  the  discount  fluctuated  within  very 
narrow  range,  from  a  few  points  off  to  a  few  points  on.  This  greater 
steadiness  of  the  discount  was  accompanied  by  increased  steadiness 
of  the  limits  which,  except  for  the  early  part  of  the  season,  show 
only  small  change. 

In  chart  12,  opposite  this  page,  this  comparison  is  presented  graph- 
ically. It  will  be  at  once  apparent  from  this  chart  that  the  margin 
between  the  indicated  interior  price  and  the  New  Orleans  spot  price — 
that  is,  the  margin  between  the  red  line  and  the  heavy  black  line — ^was 
much  more  uniform  than  in  either  of  the  two  preceding  seasons,  the 
movements  for  which  have  already  been  presented  in  charts  5  and  9. 

It  is  worth  noting  in  this  connection  that  the  future  price  at  New 
Orleans  from  the  middle  of  January  on  was  at  less  than  a  normal 
discount  from  the  New  Orleans  spot  price,  and,  indeed,  for  a  con- 
siderable portion  of  the  time  was  at  a  premium.  During  this  period, 
it  will  be  seen,  the  future  price  did  not  pull  up  the  interior  price; 
instead,  the  margin  between  the  solid  black  line  and  the  red  line 
remained  practically  unchanged.  This,  as  previously  pointed  out, 
suggests  that  while  abnormal  discounts  of  the  future  price  have  a 
tendency  to  drag  down  the  interior  price,  an  abnormal  narrowing  of 
such  discounts,  or  the  change  of  such  a  discount  to  a  premiimi,  does 
not  have  a  corresponding  tendency  to  pull  up  the  interior  price.  In 
other  words,  the  injury  to  the  producer  resulting  from  such  abnormal 
discounts  is  not  counterbalanced  by  a  corresponding  gain  in  those 
cases  where  the  discount  becomes  unusually  small.  Even  if  such 
counterbalancing  did  occur,  it  would  be  no  argiunent  in  favor  of  a 
system  which  caused  such  abnormal  discounts. 

Thus,  again,  there  is  presented  cumulative  evidence  to  support 
the  conclusion  that  abnormal  discounts  of  future  prices,  while  largely 
offset  by  other  factors,  nevertheless  do  inflict  an  injury  upon  producers. 

Changes  in  limits  of  a  firm  of  Alabama  merchants. — ^In 
Table  20  is  given  a  comparison  of  the  limits  of  a  firm  of  Alabama 
merchants  whose  limits  for  preceding  seasons  have  already  been 
given  in  Tables  8  and  13. 
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Table  20.— COMPARISON  OF  LIMITS  USED  BY  A  COTTON  FIRM  IN  ALABAMA  IN  PUR- 
CHASES OF  MIDDLING  COTTON  AT  INTERIOR  POINTS  WITH  DISCOUNT  OF  THE 
FUTURE  PRICE  IN  THE  NEW  ORLEANS  MARKET  ON  DATES  OF  CHANGE  IN  LIMITS, 
SEPTEMBER  10,  1906,  TO  APRIL  17.  1900. 

[A  minus  margin  indicates  that  the  future  price  was  at  a  premium  over  the  spot  prioe.] 


o  First  quotation. 


Date. 

Basis  month 
used. 

Future 
month.« 

New 

Orleans 

spot 

price. 

Discount 

of  future 

price. 

Limits. 
Cent. 

Deduc- 
tions for 

freight 

and 

expenses. 

Cent. 

Net  (con- 
structive) 
limits. 

Cent. 

Margin 
between 

N.O. 

spot  and 

indicated 

interior 

prices. 

190S-9. 

Cent*. 

CenU. 

Cent. 

Cent. 

September  10. 

October 

8.85 

9.19 

0.34 

0.50  on 

0.60 

Even 

0.34 

September  15. 

do 

8.73 

9.13 

.40 

0.44  on 

.60 

0.06  off.... 

.46 

September  18. 

do 

8.96 

9.19 

.23 

0.50  on 

.60 

Even 

.23 

September  28. 

December... 

8.83 

9.13 

.30 

...do 

.50 

. .  -do 

.30 

September  30. 

do 

8.64 

9.00 

.36 

0.66  on 

.50 

0.0«OH... 

.30 

October  6 

do 

8.38 

8.76 

.37  !  0.60 on.... 

.60 

Even 

.37 

October  10. . . 

do 

8.38 

8.81 

.43 

0.44  on 

.50 

0.06  off.... 

.49 

October  16. . . 

do 

8.51 

8.94 

.43 

0.38  on 

.50 

0.12  off.... 

.55 

October  20. . . 

do 

8.58 
8.68 

8.94 
8.94 

.36 

0.41  on 

.60  '  0.09 off.... 
.60   ...do 

.45 

October  21... 

do 

.36   ...do 

.45 

October  22... 

do 

8.67 

&94 

.27  1  0.37  on.... 

.60 

0.13  off.... 

.40 

October  27... 

do 

8.66 
8.67 

9.00 
9.00 

.36    0.34  on 

.U)    0.16  off.... 
.50   ...do 

.61 

October  29... 

January 

.33 

. .  .do 

.49 

November  5. . 

....  .do. ..... 

8.60 
8.74 

8.94 
8.94 

.26    0.31  on 

.20    0.34  on.... 

.50    0.19  off.... 
.50    0.16  off.... 

.44 

November  7.. 

do 

.36 

November  20. 

do 

8.88 

9.00 

.12    0.31  on.... 

.50    0.19  off.... 

.31 

November  21. 

do 

8.98 

9.06 

.08    0.28  on.... 

.50    0.22  off.... 

.30 

December  1 . . 

do 

8.73 

8.94 

.21    ...do 

.50   ...do...... 

.43 

December  15. 

March 

8.60 

8.60 

.00  1  0.22  on 

.50    0.28  off.... 

.28 

December  23. 

do 

8.77 

8.76 

-.02 

0.18  on 

.50    0.32off.... 

.30 

January  6 

do 

8.99 

8.88 

-.11     0.15  on.... 

.50  1  0.36  off.... 

.24 

January  9 

do 

9.15 

9.00 

-.16 

0.16  on 

.50 

0.34  off.... 

.19 

January  15... 

do 

9.36 

9.38 

.02 

0.13  on 

.50 

0.37  off 

.39 

January  20... 

do 

0.46 

9.50 

.04 

0.10  on 

.50  '  0.40 off.... 

.44 

February  1... 

do 

9.47 

9.50 

.03     0.03  on 

.50  1  0.47  off.... 

.SO 

February  12.. 

do 

9.46 

9.38 

—.07    0.06  on 

.50  ,  0.44 off.... 

.37 

February  19.. 

May 

9.68 

9.44 

-.14    0.03  off.... 

.60 

0.63  off.... 

.39 

February  20.. 

do 

9.60 

9.44 

-.16 

0.06  off.... 

.50 

0.66  off.... 

.40 

February  24.. 

do 

9.40 

9.44 

.04 

0.09  off.... 

.50 

0.69  off.... 

.63 

February  27.. 

do 

9.38 

9.31 

-.07 

0.06  off.... 

.50 

0.56  off.... 

.49 

March  1 

do 

9.40 

9.38 

-.02 

0.03  off.... 

.50 

0.53  off.... 

.51 

March  10 

do 

9.53 

9.50 

-.03 

Even 

.50 

0.50  off.... 

.47 

March  22 

do 

9.21 

9.25 

.04 

0.03  on.... 

.50 

0.47  off.... 

.51 

April  5 

do 

9.72 

9.60 

-.03 

0.06  on 

.50 

0.44  off.... 

.41 

April  14 

do 

10.00 

laoo 

.00  ....do 

.50 

...do 

.44 

April  16 

do 

10.18 

10.13 

-.05     Even 

.50 

0.50  off.... 

.45 

April  17 

' do 

10.35 

10.31 

-.04 

0.03  off.... 

.50 

0.53  off.... 

.49 

This  comparison  is  shown  graphically  in  chart  13,  opposite  this  page. 
This  chart  shows  conditions  so  similar  to  those  set  forth  in  chart  12 
that  it  is  not  necessary  to  discuss  it  at  length. 
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Section  10.  Desirability  of  nsing  only  fignres  that  are  strictly  com- 
parable. 

The  limits  heretofore  discussed  have  been  those  employed  by 
merchants  in  the  purchase  of  middling  cotton  or  basis  middling  lots. 
Merchants  frequently  issue  similar  limits  for  the  purchase  of  grades 
other  than  middling.  Where  the  grade  purchased  differs  from 
middling  it  is  apparent  that  the  element  of  grade  differences  must  be 
taken  into  consideration.  Thus,  if  the  grade  to  which  the  limits 
apply  is,  for  instance,  good  middling,  and  the  tendency  of  the  good- 
middUng  difference  in  that  season  is  to  advance,  it  will  be  seen  that 
this  increase  in  the  difference  would  tend  to  conceal  the  depressing 
influence  of  the  discoimt  of  the  future  price  upon  the  producers' 
price.  For  this  reason  the  discussion  is  mainly  confined  to  limits 
applying  only  to  middling  or  basis  middling  lots.  The  Bureau,  in 
the  course  of  its  investigation,  obtained  several  other  sets  of  limits 
which  are  not  presented  here,  for  the  reason  that  they  apply  to  grades 
better  than  middling.  One  set  of  such  limits,  .however,  is  presented 
below,  although  the  basis  grade  was  somewhat  better  than  middling. 
These  limits,  which  are  given  in  Table  21,  are  not  expressed  in  points 
on  or  off  a  future  price,  like  those  previously  discussed,  but  are  in 
the  form  of  flat  buying  prices.  The  merchants  issuing  these  prices, 
however,  stated  that  they  were  really  limits,  and  were  based  upon 
future  quotations.  They  were  issued  by  the  Texas  office  of  this 
concern  to  cover  purchases  of  cotton  from  day  to  day  in  the  interior 
of  Texas.  They  were  on  an  f.  o.  b.  Houston  basis,  from  which  a 
deduction  for  freight  and  also  a  further  small  deduction  for  expenses 
have  to  be  made  in  order  to  arrive  at  the  net  buying  prices  at  interior 
points.  For  a  large  part  of  the  territory  to  which  these  buying  prices 
appUed  there  was  a  blanket  freight  rate  of  49  cents  per  hundred 
pounds,  or  0.49  cent  per  pound,  and  this  has  been  deducted  from  the 
f.  o.  b.  Houston  price  in  arriving  at  the  indicated  interior  price. 
While  this  would  not  apply  to  all  points,  such  a  deduction,  as  previ- 
ously pointed  out,  does  not  in  any  way  affect  the  relative  movement 
of  prices.  Prices  are  given  only  from  September  to  December  of 
each  season,  since  this  covered  the  active  buying  period  of  tliis  firm 
in  Texas. 

These  merchants,  in  determining  these  limits,  used  the  New  York, 
New  Orleans,  Liverpool,  and  even  the  Havre  market  as  a  basis,  ac- 
cording to  which  in  their  judgment  afforded  the  best  hedge.  In  the 
table,  however,  this  net  Texas  price  is  compared  only  with  the  New 
York  spot  price  and  the  discoimt  of  the  New  York  future  price.  The 
table  follows. 
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Table  21.— COMPARISON  OF  BUYING  PRICES  OF  A  FIRM  OF  COTTON  MERCHANTS  IN 
PURCHASES  OF  COTTON  IN  TEXAS  FOR  A  GRADE  BETTER  THAN  MIDDLING  WITH 
NEW  YORK  SPOT  AND  FUTURE  PRICES,  SEPTEMBER  TO  DECEMBER,  1906,  1907,  AND 
1908. 


Date. 

New 
York 
spot 
price. 

New 

York 

current 

future 

pdoe.a 

CenU, 
8.64 
8.60 
8.62 
8.64 
8.58 
8.68 
8.71 
8.67 
8.80 
8.95^ 
8.80* 
8.90 
8.92 
8.80 
8.81 
8.84 
8. 75 
8.60 
8.78 
8.80 
8.85 
9.00 

Texas 

price 

To.  b. 

Houston. 

CenU. 
9.19 
9.19 
9.25 
9.25 
9.25 
9.25 
9.38 
9.38 
9.41 
9.47 
9.38 
9.44 
9.44 
9.47 
9.38 
9.38 
9.31 

Deduc- 
tion for 
freight. 

Cent. 
0.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 

Texas 
price  net. 

Margin 

between 

N.  Y. 

spot  and 

net  Texas 

prices. 

Discount 

ofN.Y. 

current 

future 

price. 

1936. 
September  4 

CenU. 

9.90 

9.90 

10.00 

9.80 

9.80 

9.80 

9.80 

9.80 

9.80 

9.80 

9.80 

9.80 

9.75 

9.75 

9.75 

9.75 

9.70 

9.60 

9.60 

9.60 

9.70 

9.70 

9.90 

10.25 

10.55 

10.55 

10.6<> 

11.10 

10.80 

10.65 

10.90 

11.10 

11.40 

11.20 

11.30 

11.40 

11.2.5 

11.25 

11.25 

11.00 

11.00 

11.25 

11.15 

11.25 

10.96 

10.65 

10.75 

10.50 

CenU. 
8.70 
8.70 
8.76 
8.76 
8.76 
8.76 
8.89 
8.89 
8.92 
8.98 
8.89 
8.95 
8.95 
8.98 
8.89 
a89 
8.82 

CerUs. 

1.20 

1.20 

1.24 

1.04 

1.04 

1.04 

.91 

.91 

.88 

.82 

.91 

.85 

.80 

.77 

.86 

.86 

.88 

Cents. 
1.26 

September  5 

1.30 

September  6 

1.36 

September  7 

1.16 

September  8 

1.22 

September  10 

1.12 

September  11 

1.09 

September  12 

1.13 

September  13 

1.00 

September  14 

.85 

September  15 

1.00 

September  17 

.90 

September  18 

.83 

September  19 

.95 

September  20 

.94 

September  21 

Septeml)pr  22 

.91 
.96 

September  24 

1.00 

September  25 

9.19 
9.19 

.49 
.49 

a  70 
8.70 

.90 
.90 

.82 

September  26 

.80 

September  27 

.86 

September  28 

9.38 

9.63 

10.03 

•  •  -  -V  •  •  ■ 

.49 
.49 
.49 

8.89 
9.14 
9.54 

.81 
.76 
.71 

.70 

Septembcr29 

Octoborl 

9.45 
9.87 
10.25 
10.20 
10.  (55 
10.87 
10.43 
10.48 
10.70 
11.05 
10.95 
10.93 
11.30 
11.15 
10.99 
10.95 
10.75 
10.65 
10.95 
10.93 
11.00 
10.95 
10.53 
10.22 
10. 16 

.80 

Octob<T2 

.68 

Octobers 

10.06 
10.38 

.49 
.49 

9.57 
9.89 

.98 
.76 

.30 

October  4 

.45 

Octobers 

.45 

OctoberO 

10.31 
10.19 
10.50 
ia75 
11.13 
10.88 
11.06 
11.06 
11.06 
11.13 
11.06 
10.75 
10.75 
10.94 
ia94 
11.00 

.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 

9.82 
9.70 
10.01 
10.26 
10.64 
10.39 
10.57 
10.57 
10.57 
10.64 
10.57 
10.26 
10.26 
10.45 
ia45 
10.51 

.96' 

.95 

.89 

.84 

.76 

.81 

.73 

.83 

.68 

.61 

.68 

.74 

.74 

.80 

.70 

.74 

—  .07 

October  8 

.22 

Octobcr9 

.42 

October  10 

.40 

October  11 

.35 

Octoljer  12 

.25 

OctolxT  13 

.37 

OctolwrlS 

.10 

Octol)erl6 

.10 

October  17 

.26 

Octolwr  18 

.30 

October  19 

.25 

October20 

.35 

October22 

.30 

October  23 

.22 

October  24 

.26 

October  25 

.00 

October  26 

10.50 
10.25 
10.25 

.49 
.49 
.49 

10.01 
9.76 
9.76 

.64 
.99 
.74 

.12 

October  27 

.53 

October  29 

.34 

a  First  quotation. 
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Table  21.-COMPARI80N  OF  BUYING  PRICES  OF  A  FIRM  OF  COTTON  MERCHANTS  IN 
PURCHASES  OF  COTTON  IN  TEXAS  FOR  A  GRADE  BETTER  THAN  MIDDLING  WITH 
NEW  YORK  SPOT  AND  FUTURE  PRICES,  SEPTEMBER  TO  DECEMBER,  1906, 1907,  AND 
1908— Continued. 


Date. 

New 
York 
spot 
price. 

New 

York 

cnirent 

future 

price. 

Texas 

price 

f.0.  b. 

Houston. 

Deduc- 
tion for 
freight. 

Texas 
price  net. 

Margin 
between 

N.Y. 

spot  and 

net  Texas 

prices. 

Discount 

OfN.Y. 

current 

future 

price. 

1900. 
October  30 

Centi. 
10.50 
10.50 
10.40 
10.40 
10.30 
10.30 

Cent*. 
10.17 
ia22 
10.14 
10.04 
9.81 
9.85 

Centa. 

10.19 

ia25 

10.19 

9.94 

9.88 

9.76 

9.69 

10.00 

9.76 

9.56 

9.81 

10.00 

10.06 

10.31 

10.44 

10.38 

Cmt. 
0.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 

CenU, 
9.70 
0.76 
9.70 
9.46 
9.<6 
9.39 
9.26 
9.20 
9.51 
9.26 
9.07 
9.32 
9.51 
9.57 
9.82 
9.95 
9.89 

Genu. 
0.80 
.74 
.70 
.96 
.85 
.91 

OaOs. 
0.33 

October  31 

.28 

November  1 

.26 

November  2 

.36 

November  3 

.49 

November  6 

.45 

November  6 

November  7 

10.20 
10.30 
10.10 
10.10 
10.30 
10.40 
10.70 
10.90 
11.00 
11.00 
11.10 
11.00 
11.10 
10.90 
11.10 
11.20 
11.40 
11.40 
11.40 
11.40 
11.25 
11.00 
11.00 
11.00 
11.00 
10.95 
10.95 
11.00 
10.50 
10.  .50 
10.  G5 
10.45 
10.55 
10.65 
10.  <5 
10.45 
10.45 
10.55 
10.55 
10.55 
10.65 
10.65 
10.65 

9.68 

9.67 

9.89 

9.46 

9.42 

9.60 

9.88 

10.05 

10.32 

10.50 

10.50 

10.50 

10.34 

ia40 

10.15 

10.50 

10.40 

10.85 

11.25 

10.60 

10.31 

10.11 

10.02 

9.95 

10.04 

9.98 

9.94 

9.84 

9.92 

9.31 

9.50 

9.37 

9.30 

9.24 

9.25 

0.06 

9.05 

9.10 

9.13 

9.07 

9.02 

9.32 

9.20 

1.00 

.79 

.84 

1.03 

.98 

.89 

1.13 

1.08 

1.06 

1.11 

.52 

November  8 

.63 

November  9 

.21 

November  10 

.64 

November  12 

.88 

November  13 

.80 

November  14 

.82 

November  16 

.85 

November  16 

.68 

November  17 

.50 

November  19 

.60 

November  20 

10.31 
10.63 
ia50 
10.69 
10.76 
10.88 
11.00 
10.94 
11.06 

.40 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 

9.82 
10.14 
10.01 
10.20 
10.26 
10.30 
10.51 
10.45 
10.67 

1.18 
.06 
.80 
.90 
.94 

1.01 
.89 
.96 
.83 

.50 

November  21 

.76 

November  22 

.50 

November  23 

.95 

November  24 

.70 

November  26 

1.00 

November  27 

.55 

November  28 

.15 

November  30 

.80 

December  1 

.94 

December  3 

10.63 
10.56 
10.75 
10.69 
10.63 
10.56 
10.56 
10.06 
10.06 
10.19 
10.13 
10.19 

.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 

10.14 

10.07 

10.26 

10.20 

10.14 

10.07 

10.07 

9.57 

9.57 

9.70 

9.64 

9.70 

.86 
.03 
.74 
.80 
.81 
.88 
.93 
.93 
.93 
.95 
.81 
.86 

.89 

December  4 

.96 

December  5 

1.05 

December  6 

.96 

December  7 

.97 

December  8 

1.01 

December  10 

1.16 

December  11 

.58 

December  12 

1.19 

December  13 

1.15 

December  14 

1.06 

December  15 

1.25 

December  17 

1.31 

December  18 

10.13 
10.13 
10.13 

.49 
.49 
.49 

9.64 
9.64 
9.64 

.81 
.81 
.81 

1.20 

December  19 

1.30 

December  20 

1.40 

December  21 

1.45 

December  26 

• 

1.42 

Decern  l)er  27 

1.48 

December  28 

1.63 

December  29 

10.25 

.49 

9.76 

1 

.89 

1.33 

December  31 

1.45 
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Tabus  21.— COMPARISON  OF  BUYING  PRICES  OF  A  FIRM  OF  COTTON  MERCHANTS  IN 
PURCHASES  OF  COTTON  IN  TEXAS  FOR  A  GRADE  BETTER  THAN  MIDDLING  WITH 
NEW  YORK  SPOT  AND  FUTURE  PRICES,  SEPTEMBER  TO  DECEMBER,  1906, 1907,  AND 
1908— Continued. 


Date. 


1907. 


Septembers... 
September  4... 
September  5. . . 
September  6. . . 
September  7. . . 
September  9. . . 
September  10. . 
September  11.. 
September  12.. 
September  13. 
Septembers. 
September  16. , 
September  17. . 
September  18. , 
September  19. , 
September  20. , 
September  21. 
September  23. . 
September  24. . 
September  25. 
September  26. 
September  27. 
September  28. 
September  30. 

October  1 

October  2 

October  3 

October  4 

October  5 

October  7 

Octobers 

October  9 

October  10 

October  11.... 

October  12 

October  14 

October  15 

October  16 

October  17 

October  18 

October  19 

October  21 

October  22 

October  23 

October  24 

October  25 

October  26 

October  27 

October  28 


New 
York 
spot 
price. 


OanU. 
13.55 
13.55 
13.55 
13.50 
13.50 
13.25 
13.05 
13.05 
12.90 
12.80 
12.60 
12.20 
12.25 
12.25 
12.25 
12.25 
12.20 
11.90 
11.90 
11.90 
11.80 
11.75 
11.85 
11.80 
11.80 
11.60 
11.55 
11.65 
11.75 
11.90 
11.85 
11.85 
11.65 
11.75 
11.70 
12.00 
11.75 
11.75 
11.75 
11.75 
11.75 
11.60 
11.45 
11.30 
11.10 
10.95 
10.95 

10.80 


New 

York 

current 

Ititure 

price. 


Genu. 
11.50 
11.67 
11.88 
11.83 
11.70 
11.70 
11.-47 
11.70 
12.05 
11.60 
11.50 
11.16 
11.00 
11.03 
11.00 
11.09 
11.03 
10.68 
10.60 
10.78 
10.78 
10.72 
10.97 
10.06 
10.96 
10.90 
10.68 
10.83 
10.78 
10.73 
11.05 
10.03 
10.00 
10.71 
ia71 
10.80 
11.00 
10.75 
11.10 
11.08 
10.96 
11.00 
10.90 
10.65 
10.55 
10.29 
10.16 

10.10 


Texas 

price 

f  o.  b. 

Houston. 


OtfUt. 
13.81 
14.00 
14.00 


13.75 
13.31 
13.25 
13.00 
12.75 
12.63 
12.44 
12.00 
11.88 
12.13 
12.19 
12.31 


11.75 
11.88 


11.81 
12.00 


11.63 


12.00 
12.00 


11.56 
11.81 
11.56 
11.00 
11.75 
11.81 
11.50 


11.00 
10.60 
10.75 


10.50 


Deduc- 
tion for 
freight. 


Cent. 
a  49 
.<9 
.49 


.<9 
.<9 
.<9 
.49 
.49 
.49 
.49 
.<9 
.<9 
.49 
.49 
.49 


Texas 
price  net. 


Cents. 
13.32 
13.51 
13.51 


49 
49 


<9 
49 


.49 
.49 
.49 


.49 
.49 
.49 
.49 
.49 
.49 
.49 


.40 
.49 
.49 


49 


13.26 
12.82 
12.76 
12.51 
12.26 
12.14 
11.95 
11.51 
11.39 
11.64 
11.70 
11.82 


Margin 
between 

N.Y. 

spot  and 

net  Texas 

prices. 


Discount 

of  N.Y. 

current 

future 

price. 


Cent. 
a23 
.04 
.04 


11.26 
11:39 


11.32 
11.51 


11.14 


,1. 


11.51 


11.51 


11.07 
11.32 
11.07 
11.20 
11.26 
11.32 
11.01 


10.61 
10.20 
10.26 


10.01 


I 


.24 
.43 
.29 
.54 
.64 
.66 
.65 
.60 
.86 
.61 
.66 
.43 


.64 
.51 


.43 

.34 


.41 


.24 
.34 


.63 
.68 
.68 
.55 
.49 
.43 
.74 


.70 
.90 
.60 


Cents. 
1.96 
1.88 
1.67 


1.80 
1.55 
1.58 
1.35 

.85 
1.20 
1.10 
1.04 
1  25 
1  23 
1.25 
1.16 
1.17 
1.22 
1.30 
1.12 
1.02 
1.03 

.88 

•  en 

.82 
.70 
.87 
.82 
.97 

1.17 
.80 
.92 
.75 

1.04 
.99 

1.20 
.75 

1.00 
.65 
.67 
.77 
.60 
.55 

.ca 

.55 
.66 
,79 

.70 
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Table  21.-COMPARISON  OF  BUYING  PRICES  OF  A  FIRM  OF  COTTON  MERCHANTS  IN 
PURCHASES  OF  COTTON  IN  TEXAS  FOR  A  GRADE  BETTER  THAN  MIDDLING  WITH 
NEW  YORK  SPOT  AND  FUTURE  PRICES,  SEPTEMBER  TO  DECEMBER,  1906, 1907,  AND 
190B— Continued. 


Date. 

New 

York 

spot 

price. 

New 

York 

current 

future 

price. 

Texas 

price 

f.0.  b. 

Houston. 

Deduc- 
tion for 
freight. 

Texas 
price  net. 

Margin 

between 

N.  Y. 

spot  and 

net  Texas 

prices. 

Discount 

of  N.  Y. 

current 

future 

price. 

1907. 
October  29 

Centa. 
10.80 
10.90 
10.90 
10.90 
11.00 
11.10 

Cenu. 
9.83 
10.05 
10.28 
10.35 
10.37 
10.06 

Ctnta. 

Cent. 

Cents. 

Cents. 

CeiUs 
a97 

October  30 

10.60 
10.56 
10.60 
10.75 
10.94 
10.88 
10.81 
10.69 
10.60 
10.56 
10.69 
10.81 
10.56 
10.69 
10.50 
10.31 
10.63 
10.63 
10.63 
10.94 
10.94 
11.00 
11.06 
11.06 
11.13 
11.19 
11.38 
11.38 
11.38 
11.60 
11.44 
11.06 
11.63 

0.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.48 
.49 

10.01 
10.07 
10.20 
10.26 
10.45 
10.39 
10.32 
10.20 
10.20 
10.07 
10.20 
10.32 
10.07 
10.20 
10.01 
9.82 
10.14 
10.14 
10.14 
10.45 
10.46 
10.51 
10.57 
10.57 
10.64 
10.70 
10.89 
10.89 
10.80 
11.01 
10.96 
10.57 
11.14 

0.89 
.83 
.70 
.74 
.65 

85 

October  31 

62 

November  1 

.55 

November  2 

.63 

November  4 

1.02 

November  5 

November  6 

11.00 
10.90 
10.80 
10.80 
10.90 
10.80 
10.80 
10.80 
10.70 
10.60 
10.80 
10.80 
10.90 
11.10 
11.20 
11.20 
11.20 
11.40 
11.45 
11.70 
11.80 
11.80 
11.70 
11.90 
11.90 
12.05 
12.15 
12.15 
11.85 
11.95 
12.20 
12.10 
12.10 
11.90 
11.90 
11.90 
11.70 
11.80 
11.80 
11.70 
11.70 

10.39 
10.39 
10.12 
10.15 
10.15 
10.20 
10.20 
10.20 
10.26 
10.06 
10.30 
10.30 
10.37 
10.60 
10.60 
10.63 
10.72 
10.80 
10.90 

.68 
.70 
.60 
.73 
.70 
.48 
.73 
.60 
.60 
.78 
.66 
.66 
.76 
.65 
.75 
.69 
.63 
.83 
.81 
1.00 
.91 
.91 
.81 
.89 
.95 
1.48 
1.01 

.61 

November  7 

.51 

November  8 

.68 

November  9 

.66 

November  11 

.75 

November  12 

.60 

November  13 

.60 

November  14 

.60 

November  16 

.44 

November  16 

.55 

November  18 

.50 

November  19 

.50 

November  20 

.53 

November  21 

.60 

November  22 

.60 

November  23 

.57 

November  25 

.48 

November  26 

.60 

November  27 

.55 

November  29 

November  30 

December  2 

11.22 
11.25 
11.65 
11.60 
11.58 
11.09 
11.67 
11.56 
11.36 
11.65 
11.78 
11.49 
11.66 
11.29 
11.20 
11.20 
10.80 
11.20 
11.06 
10.90 

.58 

Decembers 

.45 

December  4 

.25 

December  5 

.30 

December  6 

.47 

December  7 

.46 

December  9 

.48 

December  10 

11.56 
11.38 
11.06 
11,76 
11.44 

.49 
.49 
.49 
.49 
.49 

11.07 
10.80 
10.57 
11.26 
10.95 

.78 
1.06 
1.63 

.84 
1.15 

.20 

December  11 

.69 

December  12 

.55 

December  13 

.32 

December  14 

.61 

December  16 

.24 

December  17 

11.26 
11.26 
11.25 
11.19 
11.19 
11.00 
11.00 

.49 
.49 
.49 
.49 
.48 
.49 
.49 

10.76 
10.76 
10.76 
10.70 
10.70 
10.61 
10.51 

1.14 
1.14 
.94 
.     1.10 
1.10 
1.19 
L19 

.61 

December  18 

.70 

De«»Tnhftr  19 

.50 

December  20 

1.00 
.60 
.64 
.80 

December  21 

December  23 

December  24 
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Tabus  21.— COMPARISON  OF  BUYING  PRICES  OF  A  FIRM  OF  COTTON  MERCHANTS  IN 
PURCHASES  OF  COTTON  IN  TEXAS  FOR  A  GRADE  BETTER  THAN  MIDDLING  WITH 
NEW  YORK  SPOT  AND  FUTURE  PRICES,  SEPTEMBER  TO  DECEMBER,  1906,  1907,  AND 
1908— Continued. 


Date. 


1907. 


December  27. 
December  28. 
December  30. 
December  31 . 


1908. 


September  1 . . . 
September  2... 
September  3. . . 
September  4... 
Septembers... 
September  6... 
September  8. . . 
September  9... 
September  10. . 
September  11.. 
Septembers.. 
September  14. . 
September  15. . 
September  16. . 
September  17.. 
September  18. . 
September  19. . 
September  21 . . 
September  22. . 
September  23. . 
September  24.. 
September  25. . 
September  26. . 
September  28. . 
September  29. . 
September  30. . 

October  1 

October  2 

October  3 

Octobers 

October  6 

October  7 

October8 

October  9 

October  10 

October  12 

October  13 

October  14 

October  15 

October  16 

October  17 

October  19 

October  20 


New 
York 
spot 
price. 


Cents. 

11.80 
11.80 
11.80 
11.80 

9.30 
9.30 
9.30 
9.30 


New 

York 

current 

future 

price. 


9.30 
9.40 
9.50 
9.40 
9.40 
9.40 
9.40 
9.50 
9.60 
9.50 
9.50 
9.40 
9.30 
9.40 
9.40 
9.40 
9.40 
9.40 
9.30 
9.30 
9.30 
9.25 
9.15 
9.05 
9.05 
9.15 
9.05 
9.00 
9.10 
9.20 
9.15 
9.20 
9.20 
9.30 
9.30 
9.20 
9.25 


CenU. 
10.87 
11.06 
11.00 
11.31 

8.45 
8.31 
8.48 
8.50 


8.56 
8.78 
8.83 
8.70 
8.75 
8.72 
8.80 
8.91 
8.95 
8.94 
8.80 
8.77 
8.75 
8.97 
8.93 
8.90 
8.95 
9.00 
9.00 
8.90 
8.87 
8.88 
8.81 
8.75 
8.65 
8.70 
8.75 
8.77 
8.79 
a  95 
8.97 
9.00 
9.05 
8.97 
9.02 
8.98 
9.05 


Texas 

price 

f.  o.  b. 

Houston. 


Cents. 


11.38 
11.31 
11.50 

8.81 
8.94 
8.94 
8.94 
8.94 
9.00 
9.13 
9.25 
9.31 
9.19 
9.19 
9.25 
9.38 
9.38 
9.50 
9.38 
9.31 
9.50 
9.19 
9.31 
9.31 
9.38 
9.25 
9.25 
9.19 
9.06 
9.06 
9.06 
8.81 
8.75 
8.88 


Deduc- 
tion for 
freight. 


Cent. 


Texas 
price  net. 


Cents. 


0.49 
.49 
.49 

.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.48 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 


10.89 
10.82 
11.01 

8.32 
8.45 
8.45 
8.45 
8.45 
8.51 
8.64 
8. 7t\ 
8.82 
8.70 
8,70 
8.76 
8.89 
8.89 
9.01 
8.89 
8.82 
9.01 
8.70 
8.82 
8.82 
8.89 
8.70 
8.76 
8.70 
a  57 
8.67 
8.57 
a32 
8.26 
8.39 


8.88 

.49 

8.39 

8.81 

.49 

8.32 

8.88 

.49 

8.39 

9.00 

.49 

8.51 

8.81 

.49 

8.32 

8.88 

.49 

8.39 

8.88 

.48 

8.39 

9.00 

.49 

8.51 

9.06 

.49 

8.67 

9.00 

.49 

&51 

8.94 

.49 

8.45 

Margin 

between 

N.  Y. 

spot  and 

net  Texas 

prices. 


Cent. 


Discount 

of  N.  Y. 

current 

future 

price. 


0.91 
.98 
.79 

.98 
.85 
.85 
.85 


.66 
.64 
.68 
.70 
.70 
.64 
.51 
.61 

.  do 

.61 
.68 
.39 
.60 
.58 
.58 
.51 
.64 
.64 
.60 
.73 
.73 
.68 
.83 
.79 
.66 


.66 
.68 
.71 


.83 
.81 
.81 
.79 
.78 
.60 
.80 


Cent. 

0.93 

.74 

.80 

.49 

.85 
.  w 
.82 
.80 


.74 
.62 
.67 
.70 
.65 
.68 
.60 
.59 
.65 
.56 
.70 
.63 
.56 
.43 
.47 
.50 
.45 
.40 
.30 
.40 
.43 
.87 
.34 
.30 
.40 
.45 
.30 
.23 
.31 
.25 
.18 
.20 
.15 
.33 
.96 
.22 
.20 
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Table  21.-C0M PA RISON  OF  BUYING  PRICES  OF  A  FIRM  OF  COTTON  MERCHANTS  IN 
PURCHASES  OF  COTTON  IN  TEXAS  FOR  A  GRADE  BETTER  THAN  MIDDLING  WITH 
NEW  YORK  SPOT  AND  FUTURE  PRICES,  SEPTEMBER  TO  DECEMBER,  1906, 1907,  AND 
r08— Continued. 


Date. 


1908. 


October  21... 
October  22... 
October  23... 
October  24... 
October  26... 
October  27... 
October  28... 
October  29... 
October  30... 
October  31 . . . 
November  2 . . 
Novembers., 
November  4.. 
November  5 . . 
November  6. . 
November?.. 
November  9.. 
November  10. 
November  11. 
November  12. 
November  13 . 
November  14. 
November  15. 
November  16. 
November  17. 
November  18. 
November  19. 
November  20. 
November  21 . 
November  23. 
November  24. 
November  25. 
November  26. 
November  27 . 
November  28. 
November  30. 
December  1 . . 
December  2 . . 
December  3 . . 
December  4 . . 
December  6 . . 
December?.. 
Decembers.. 
December  9.- 
Deoember  10. 
December  11. 
December  12. 
December  14. 


New 

York 

spot 

price. 


Cents. 
9.30 
9.40 
9.<0 
9.35 
9.35 
9.40 
9.45 
9.35 
9.35 
9.35 
9.40 


9.35 
9.25 
9.30 
9.30 
9.35 
9.35 
9.30 
9.35 
9.25 
9.35 


9.35 
9.45 
9.55 
9.55 
9.50 
9.55 
9..S5 
9.45 
9.45 


9.45 
9.45 
9.35 
9.35 
9.35 
9.35 
9.35 
9.35 
9.35 
9.25 
9.25 
9.15 
9.10 
9.10 
9.10 


New 

York 

.current 

future 

price. 


CtnU. 
9.06 
9.13 
9.18 
9.15 
9.10 
9.10 
9.25 
9.14 
9.13 


9.09 


9.04 
8.95 
8.92 
8.98 
8.98 
9.01 
9.00 
8.98 
8.86 
8.90 


9.08 
9.12 
9.25 
9.28 
9.22 
9.37 
9.30 
9.25 
9.24 


9.35 
9.28 


9.12 
9.12 
9.25 
9.20 
9.13 
9.19 
9.09 
8.97 
9.07 
8.92 
8.93 
8.88 


Texas 

price 

I .  o.  b. 

Houston. 


Deduc- 
tion for 
freight. 


Cent*. 

8.88 
9.00 
8.94 
8.88 
9.00 


9.13 
9.06 
9.00 


9.06 
9.13 
8.94 
8.94 
9.00 
8.94 
9.00 
9.00 
9.00 


9.00 
9.00 
9.06 
9.00 
9.06 
9.06 
9.06 
9.06 
9.13 
9.13 
9.13 
9.06 
9.06 
9.06 
9.06 
8.94 
8.94 
9.00 
9.06 
8.81 
8.81 
8.75 
8.75 


8.63 
8.69 
8.69 
8.69 


Cent. 
0.49 
.49 
.49 
.49 
.49 


49 
49 
49 


.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 
.49 


Texas 
price  net. 


Margin 
between 

N.Y. 
spot  and 
net  Texas 
prices. 


Cents. 
8.39 
8.51 
8.45 
8.39 
8.51 


&64 
8.5? 
8.51 


Cents. 

a  91 

.89 
.95 
.96 
.84 


.49  . 
.49  I 
.49! 

.«! 

.49 

.49  I 

•^^ 
.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 

.49 


.49 
.49 
.49 
.49 


8.57 

8.64 

8.45 

8.45  I 

8.51 

8.45  I 

8.61 

8.51 

8.51 


8.51 
8.51 
8.67 
8.61  ! 
8.5? 
8.5? 
8.6? 
8.5? 
8.64  I 
8.64  I 
8.64  : 
8.6?  I 
8.6?  , 
8.5?  I 
8.6?  i 
8.45 
8.46 
8.51  ' 
8.6?  ] 
8.32 
8.32 
8.26  I 
8.26  I 


8.14  ' 
8.20  * 
8.20  I 
8.20  I 


.81 
.78 
.84 


83 


Discount 

of  N.Y. 

current 

future 

price. 


Cent. 
0.24 
.27 
.22 
.20 
.25 
.90 
.20 
.21 
.22 


.84 
.88 
.96 
.98 
.03 
.91 
.91 
.81 
.88 


.88 

.88 

.90 

.90 

.84 

.78 

1.03 

1.03 

1.00 

.  w 


1.01 
.90 
.00 
.90 


.31 


.90 

.31 

.80 

.30 

.70 

.38 

.85 

.32 

.84 

.37 

.84 

.34 

.79 

.30 

.37 

.74 

.39 

.84 

.45 

.27 
.33 
.30 

.2? 
.28 
.18 
.25 
.20 
21 


.10 
.17 


.23 
.23 
.10 
.15 
.22 
.16 
.16 
.88 
.06 
.18 
.17 
.22 
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Tablb  21.-COMPARI80N  OF  BUYING  PRICES  OF  A  FIRM  OF  COTTON  MERCHANTS  IN 
PURCHASES  OF  COTTON  IN  TEXAS  FOR  A  GRADE  BETTER  THAN  MIDDLING  WITH 
NEW  YORK  SPOT  AND  FUTURE  PRICES,  SEPTEMBER  TO  DECEMBER,  1906, 1907,  AND 
190S— Continued. 


Date. 

New 
York 
spot 
price. 

Cents. 
9.10 
9.10 
9.10 
9.10 
9.20 

New 

York 

current 

future 

price. 

Texaa 

price 

To.  b. 

Houston. 

Deduc- 
tion for 
freight. 

Cent. 
0.49 
.40 
.49 

Texas 
price  net. 

Cents. 
8.26 
8.14 
8.20 

Margin 
between 

N.Y. 
spot  and 
net  Texas 

prices. 

Plscount 
of  N.Y. 

current 
future 
price. 

1908. 
December  15 

CenU. 
a97 
8.85 
8.78 
8.82 
8.92 

Cents. 
8.75 
8.63 
&69 

Cents. 
0.84 
.96 
.90 

Cent. 
0.13 

December  16 

.25 

December  17 

.32 

December  18 

.28 

December  19 

8.69 
8.69 
8.60 
8.69 
8.75 

.49 
.49 

.49 
.49 
.49 

8.20 
&20 
8.20 
8.20 
8.26 

1.00 

.28 

December  20 

^    December  21 

9.15 
9.25 
9.30 
9.30 
9.30 
9.30 
9.20 
9.35 

8.94 
8.86 
8.99 
9.10 
9.13 
9.06 
9.08 
8.85 

.95 
1.06 
1.04 

.21 

December  22 

.39 

December  23 

.31 

December  24 

.20 

December  28 

• 

.17 

December  29 

8.88 
9.00 

.49 
.49 

8.39 
8.51 

.91 
.69 

.22 

December  30 

.12 

December  31 

.50 

The  price  movement  shown  by  this  table  differs  in  some  respects 
from  those  shown  by  preceding  comparisons.  Thus,  whereas  in  Sep- 
tember, 1906,  the  margin  between  the  Texas  price  and  the  New  York 
spot  price  was  wide,  in  sympathy  with  the  wide  discoimt  of  the  New 
York  future  price,  in  September,  1907,  a  very  much  wider  discount 
of  the  New  York  future  price  was  accompanied  by  a  distinctly  nar- 
rower margin  between  the  Texas  price  and  the  New  York  spot  price. 
Again,  in  December,  1907,  when  the  margin  between  the  Texas  price 
and  the  New  York  spot  price  was  unusually  wide,  the  discount  of  the 
New  York  future  price  was  about  the  same  as  it  had  been  in  the  pre- 
ceding month.  This  apparent  inconsistency  of  the  movement  of  the 
two  margins  in  December,  1907,  is  largely  explained  by  the  fact  that 
there  was  a  sharp  comer  in  the  New  York  market  in  December,  1907, 
with  the  result  that  the  December  future  price  was  relatively  out  of 
line  with  the  prices  for  other  months.  This  will  be  at  once  apparent 
by  reference  to  the  tables  given  in  preceding  sections  for  the  year 
1907-8,  as,  for  instance,  Table  11,  on  page  96,  where  it  will  be  seen 
that  the  discount  of  the  January  future  price  in  December,  1907, 
ranged,  in  the  main,  from  100  to  over  140  points.  Therefore  the 
comparison  given  in  Table  21  with  the  discount  of  the  current  future 
price  happens,  in  the  case  of  this  particular  month,  to  be  somewhat 
misleading  because  the  current  month  at  this  particular  time  was 
not  representative  of  the  general  position  of  the  future  market.  It 
should  be  observed,  therefore,  that  this  wide  maigin  between  the 
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Texas  price  and  the  New  York  spot  price  really  occurred  at  a  time 
when  the  discount  of  future  prices,  speaking  generally,  was  wide. 

In  1908-9  both  margins,  it  will  be  seen,  were  very  much  more  con- 
stant than  for  either  of  the  preceding  seasons.  Thus,  this  table  is  in 
this  respect  in  harmony  with  the  tables  of  Umits  already  given. 
However,  the  movements  of  the  interior  price  shown  by  this 
table  are  in  some  instances  out  of  harmony  with  those  shown  by  the 
discussion  of  limits.  A  partial  explanation  of  this,  undoubtedly,  is 
to  be  found  in  the  fact  that  the  basis  grade  to  which  these  limits 
applied  was  distinctly  better  than  middling.  Again,  it  must  be 
remembered,  as  already  pointed  out,  that  in  any  discussion  of  indi- 
vidual price  movements  occasional  apparent  disparities  are  bound 
to  occur  because  of  local  or  pecuUar  conditions.  This  table,  there- 
fore, while  not  fully  in  harmony  with  the  tables  of  limits  previously 
given,  does  not  discredit  the  conclusions  drawn  from  them.  The 
preponderance  of  evidence  presented  in  this  chapter  clearly  is  to  the 
effect  that  abnormal  discounts  of  future  prices  do  exert  a  depressing 
effect  upon  prices  paid  producers.  These  conclusions,  it  may  be 
noted,  are  further  supported  by  the  evidence  presented  in  the  fol- 
lowing section. 

n.  COMPABISOX  OF  DISCOUNTS  AXD  ACTUAL  PRICES  PAID 

PRODUCERS. 

Section  11.  General  divergence  of  sach  producers'  prices  from  spot  prices 
at  central  markets  when  abnormal  discounts  of  future  prices  occur. 

The  foregoing  comparisons  show  that  while  an  abnormal  discount 
of  the  future  contract  price  is  to  a  considerable  extent  offset  by  a 
counterbalancing  movement  in  the  limits  of  cotton  merchants  where 
such  limits  are  used,  on  the  other  hand  this  counterbalancing  move- 
ment is  neither  complete  nor  immediate.  There  can  be  little  doubt 
that  the  comparisons  given  are  fair  and  substantially  representative. 
In  comparisons  based  on  limits,  however,  there  is  a  slight  element  of 
uncertainty,  owing  to  the  fact  that  the  exact  future  quotation  to 
which  the  limits  applied  can  not  be  known,  and  also  to  the  possi- 
bility that  the  interior  agent  may  have  slightly  exceeded  his  limits  or, 
on  the  other  hand,  bought  somewhat  within  them.  These  considera- 
tions are  of  no  great  importance,  since,  as  clearly  shown,  the  sub- 
sidiary fluctuations  in  the  future  price  are  of  a  minor  character  and 
counterbalance  one  another  fairly  well,  while  the  testimony  of  cotton 
merchants  shows  that  their  agents  seldom  depart  much  from  their 
limits. 

The  foregoing  general  conclusions,  based  upon  buying  limits,  are 
therefore  undoubtedly  sound.  In  view  of  any  possible  criticism  on  this 
point,  however,  a  comparison  of  the  course  of  the  New  York  future 
price  will  be  made  with  actual  prices  paid  sellers  in  the  interior.     In 
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order  to  make  such  a  comparison,  Table  24,  on  page  145,  has  been  pre- 
pared, which,  instead  of  showing  limits  on  or  off  some  futm-e  price, 
gives  several  sets  of  actual  buying  prices  at  which  purchases  of 
cotton  were  made  at  various  points  in  the  interior  of  the  cotton  belt. 
These  prices  were  for  middling  cotton  or  for  basis  middling  lots. 

Great  difficulty  was  experienced  in  securing  such  actual  prices  for 
a  series  of  years,  partly  because  of  the  lapse  of  time,  but  more  particu- 
larly because  cotton  buyers  generally  do  not  keep  their  records  in 
such  form  as  to  give  these  prices  by  specific  grades.  A  great  deal  of 
cotton  is  purchased  in  mixed  lots  at  a  round  price.  In  such  cases  it 
is  of  course  impossible  to  say  what  price  was  paid  for  middling. 
In  most  cases  the  cotton  is  purchased  on  basis  terms,  but  sometimes 
the  basis  grade,  instead  of  being  middling,  is  some  other  grade,  like, 
say,  good  middling.  For  one  or  two  sets  of  prices  it  was  necessary  to 
ascertain  the  middling  price  by  applying  to  the  basis  price  for  good 
middling  (or  for  whatever  grade  was  used  as  the  basis)  the  differences 
on  or  off  the  basis  grade  actually  used.  In  most  cases,  however,  the 
prices  obtained  were  those  directly  paid  for  middling  or  for  basis 
middling  lots.  Every  effort  was  made  to  secure  accurate  figures,  and 
these  prices  are  not  selected.  Twelve  sets  of  prices  are  represented 
in  the  average.  These,  as  will  be  seen  by  reference  to  Table  24, 
covered  a  wide  range  of  territory,  embracing  the  States  of  Oklahoma, 
Alabama,  Mississippi,  Georgia,  and  South  Carolina. 

It  should  be  noted  that  purchases  were  not  made  on  everyday 
by  all  the  merchants  whose  figures  are  given.  Toward  the  end  of  the 
buying  season,  moreover,  the  purchases  were  more  or  less  scattered, 
so  that  the  price  records  are  somewhat  fragmentary.  From  a  study 
of  Table  24,  however,  it  will  be  seen  that  for  the  periods  covered  a 
sufficiently  comprehensive  record  was  obtained  to  make  the  averages 
trustworthy  and  representative.  In  the  case  of  a  few  days,  on  which 
purchases  were  confined  to  only  one  or  two  markets,  the  figures  were 
not  used. 

The  table  naturally  shows  numerous  minor  differences  in  price 
movements.  Thus  prices  even  at  the  same  point  or  near-by  points 
may  differ  on  a  given  day  by  a  substantial  fraction  of  a  cent;  again, 
prices  for  two  localities  at  some  distance  from  one  another  might  show 
a  considerable  disparity  over  some  little  period  of  time,  owing  to  the 
influence  of  purely  local  conditions.  Such  disparities,  however,  are 
of  minor  importance,  and  an  average  of  a  number  of  sets  of  prices 
avoids  any  objection  on  this  score. 

In  Table  22,  on  page  128,  the  prices  given  in  Table  24  have  been 
averaged,  and  these  averages  are  compared  with  an  average  of  spot 
prices  at  New  York,  New  Orleans,  Galveston,  Houston,  and  Memphis. 
Although,  as  shown  in  Table  1,  the  movements  of  spot  prices  in  these 
various  central  markets  are,  broadly  speaking,  similar,  the  volume  of 
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business  in  the  New  York  market  is  at  times  so  limited  that  the  New 
York  quotation,  while  fairly  representative  at  most  times,  may  at  other 
times  be  somewhat  out  of  line  with  prices  in  other  large  markets.  An 
average  of  the  prices  in  the  five  markets  named  should  be  somewhat 
more  representative.  On  the  other  hand,  such  an  average  is  some- 
what imsatisfactory,  for  the  reason  already  pointed  out,  that  spot 
prices  in  the  large  southern  spot  markets  themselves  were  probably 
influenced  by  the  discount  of  the  New  York  contract  price. 

Table  22  also  gives  the  New  York  future  price  and  the  mai^in  be- 
tween that  price  and  the  average  spot  price  at  five  central  markets. 

In  some  instances  the  merchants  whose  figures  are  given  in  this 
table  stated  that  they  were  influenced  in  considerable  measure  in  de- 
termining their  buying  prices  by  the  course  of  the  New  York  future 
price.  However,  as  already  stated,  these  prices  were  not  arrived  at 
by  combining  limits  with  the  New  York  future  price. 

Table  22.-C0MPARIS0N  OF  AVERAGE  PRICE  PAID  FOR  MIDDLING  COTTON  (OR 
BASIS  MIDDLING  LOTS)  AT  VARIOUS  INTERIOR  POINTS  WITH  AVERAGE  SPOT 
PRICE  OP  MIDDLING  AT  NEW  YORK,  NEW  ORLEANS,  GALVESTON,  HOUSTON. AND 
MEMPHIS  AND  WITH  NEW  YORK  FUTURE  PRICE  DURING  ACTIVE  BUYING 
PERIODS  OF  SEASONS  1906-7,  1907-«,  AND  100»-9. 

[A  minus  margin  indicates  that  the  future  price  was  above  the  average  central  market  price.] 


Date. 

Av'ge 
spot 
price,  5 
central 
mar- 
kets. 

N.Y. 

future 

price, 

current 

inonth.9 

Av'ge, 

12  sets 

interior 

prices. 

Margin  be- 
tween central 
market  price 
and— 

r 

Date. 

Av'ge 
spot 
price,  5 
central 
mar- 
kets. 

N.Y. 

future 

price, 

current 

month.0 

Av'ge, 
12  sets 

Margin  be- 
tween central 
maricet  price 
and— 

Inte- 
rior 
price. 

N.Y. 
future 
price. 

mtenor 
prices. 

Inte- 
rior 
price. 

N.Y. 

future 
price. 

19(»-7. 

Cenu. 

CenU. 

Ce7U9. 

Cent. 

Cent. 

1906-7. 

CenU. 

CcnU. 

CenU. 

Cent. 

CenL 

Sept.    4.. 

a43 

8.64 

&63 

aso 

a79 

Oct.     1.. 

ft95 

ft45 

ft60 

a45 

aso 

6.. 

ft42 

8.60 

8.61 

.81 

.82 

2.. 

ia39 

ft87' 

ft85 

.64 

.52 

6.. 

9.46 

&62 

8.80 

.66 

.84 

3.. 

ia36 

ia26 

ft82 

.54 

.U 

7.. 

9.96 

8.64 

8.73 

.63 

.72 

4.. 

ia49 

ia20 

ft99 

.50 

.29 

8.. 

9.36 

8.58 

&68 

.68 

.78 

6.. 

11.01 

ia65 

lass 

.66 

.36 

10.. 

9.41 

8.68 

8.66 

.76 

.73 

6.. 

ia85 

ia87 

iai3 

.72 

-.02 

11.. 

9.43 

&71 

8.77 

.66 

.72 

8.. 

ia56 

ia43 

ft89 

.67 

.13 

12.. 

9.43 

8.67 

&79 

.64 

.76 

9.. 

ia7i 

ia48 

iao6 

.65 

.23 

13.. 

9.46 

8.80 

8.84 

.62 

.66 

10.. 

ia92 

ia70 

ia35 

.57 

.22 

14.. 

a46 

8.95 

&86 

.60 

.61 

11.. 

11.18 

11.05 

ia68 

.60 

.13 

16.. 

9.46 

&80 

8.83 

.63 

.66 

12.. 

11.12 

ia95 

ia63 

.59 

.17 

17.. 

ft  61 

&90 

&82 

.60 

.61 

13.. 

1L20 

ia93 

ia64 

.66 

.27 

18.. 

ft60 

8.92 

&93 

.57 

.58 

16.. 

1L38 

11.30 

ia8o 

.58 

.06 

19.. 

ft50 

&80 

8.89 

.61 

.70 

16.. 

11.34 

11.16 

ia67 

.67 

.19 

20.. 

ft60 

8.81 

&9d 

.67 

.69 

17.. 

U.31 

ia99 

ia64 

.67 

.32 

21.. 

ftSO 

8.84 

8L96 

.52 

.66 

18.. 

11.31 

ia95 

ia64 

.67 

.36 

22.. 

ft48 

8.76 

8.89 

.59 

.73 

19.. 

11.06 

ia75 

ia38 

.70 

.33 

24.. 

ft42 

&60 

8.76 

.66 

.82 

20.. 

11.01 

ia65 

ia35 

.66 

.36 

25.. 

ft43 

&78 

&81 

.62 

.65 

22.. 

11.13 

ia95 

ia6i 

.52 

.18 

26.. 

ft43 

8.80 

8.87 

.66 

.63 

23.. 

11.09 

ia93 

ia69 

.50 

.16 

27.. 

ft49 

&85 

&94 

.55 

.64 

24.. 

11.14 

11.00 

ia62 

.52 

.14 

28.. 

ft60 

ftOO 

ft  00 

.60 

.50 

25.. 

ia98 

ia95 

ia32 

.66 

.08 

29.. 

ft64 

ft  15 

.49 

26.. 

ia77 

ia63 

iai9 

.58 

.34 

a  First  quotation. 
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Tajle  22,-COMPARISON  OF  AVERAGE  PRICE  PAID  FOR  MIDDLING  COTTON  (OR 
BASIS  MIDDLING  LOTS)  AT  VARIOUS  INTERIOR  POINTS  WITH  AVERAGE  SPOT 
PRICE  OF  MIDDLING  AT  NEW  YORK,  NEW  ORLEANS,  GALVESTON,  HOUSTON,  AND 
MEMPHIS  AND  WITH  NEW  YORK  FUTURE  PRICE  DURING  ACTIVE  BUYING 
PERIODS  OF  SEASONS  1906-7,  1907^,  AND  19(»-(^-Contlnued. 


Date. 

Av'ge 
spot 
price,  5 
central 
mar- 
kets. 

Cents. 

N.Y. 

future 

price, 

current 

month. 

Cents. 

Av'ge, 
12  sets 
interior 
prices. 

CenU. 

Margin  be- 
tween central 
market  price 
and— 

Date. 

Av'ge 
spot 
price,  5 
central 
mar- 
kets. 

N.Y. 

future 

price, 

current 

month. 

Av'ge. 
12  sets 
interior 
prices. 

CenU. 

Margin  be- 
tween central 
market  price 
and— 

Inte- 
rior 
price. 

N.Y. 

future 
price. 

CenU. 

Inte- 
rior 
price. 

N.Y. 
future 
price. 

1907-8. 

Cent. 

1907-8. 

CenU. 

Cents. 

Cent. 

CenU. 

Dec     7.. 

11.93 

11.69 

n.33 

0.60 

0.24 

Feb.     6. . 

11.75 

10.83 

n.34 

0.41 

a92 

9.. 

n.93 

11.67 

11.33 

.60 

.26 

6.. 

11.74 

10.80 

n.38 

.36 

.94 

10.. 

n.80 

11.56 

ia91 

.89 

.24 

7.. 

11. 74 

10.87 

n.38 

.36 

.87 

11.. 

n.84 

n.36 

10.86 

.98 

.48 

8.. 

11.74 

10.91 

n.42 

.32 

.83 

12.. 

11.94 

n.65 

n.l9 

.75 

.29 

10.. 

11.74 

ILOO 

n.4o 

.34 

.74 

13.. 

n.95 

11.78 

n.20 

.75 

.17 

11.. 

11.72 

10.85 

1L43 

.29 

^87 

14.. 

n.95 
11.84 

11.49 
11.66 

11.10 
10.97 

.85 
.87 

.46 
.18 

12.. 
13.. 

n.74 
11.69 

• 

16.. 

10.77 

1L33 

.36 

.92 

17.. 

U.74 

n.29 

10.79 

.95 

.45 

14.. 

11.55 

10.57 

n.24 

.31 

.98 

18.. 

1L70 

11.20 

10.86 

.84 

.50 

16.. 

n.5i 

10.43 

n.i3 

.38 

LOS 

19.. 

11.57 

n.20 

10.72 

.85 

.37 

17.. 

11.51 

10.52 

ILIO 

.41 

.  v9 

20.. 

11.56 

10.80 

10.72 

.87 

.79  ' 

18.. 

11.54 

10.50 

n.i6 

.38 

L04 

21.. 

n.52 

11.20 

10.75 

.77 

.32 

19.. 

n.53 

10.55 

n.i6 

.37 

.98 

23.. 

11.44 

n.06 

10.64 

.80 

.38 

20.. 

11.53 

10.50 

11.17 

.36 

LOS 

24.. 

1L44 

10.90 

10.54 

.90 

.54 

21.. 

n.55 

10.60 

n.i8 

.37 

.95 

27.. 

11.44 

10.87 

.57 

24.. 

n.54 

10.47 

1L14 

.40 

1.07 

28.. 

n.44 

n.06 

.38 

25.. 

n.39 

10.30 

11.05 

.34 

1.09 

30.. 

1L49 

ILOO 

10.85 

.64 

.49 

26.. 

11.41 

10.40 

11.03 

.38 

LOl 

31.. 

n.54 

1L31 

10.78 

.76 

.23 

27.. 

n.4i 

10.35 

11.09 

.32 

L06 

Jan.    3.. 

1L43 

10.42 

10.87 

.56 

LOl 

28.. 

11.46 

10.95 

.51 

4.. 

11.46 

10.48 

10.90 

.56 

.98  , 

29.. 

11.41 

11.00 

.41 

6-. 

11.43 

10.46 

10.94 

.40 

.97 

Mar.    2.. 

11.45 

10.51 

n.08 

.37 

.49 

7.. 

n.37 

10.56 

10.95 

.42 

.81 

3.. 

11.64 

10.60 

1L15 

.49 

L04 

8.. 

11.37 

10.47 

11.00 

.37 

.90 

4.. 

n.5o 

10.73 

n.2i 

.29 

.77 

9.. 

n.52 

10.65 

11.05 

.47 

.87 

5.. 

n.46 

10.65 

1L22 

.24 

.81 

10.- 

11.53 

10.74 

n.03 

.50 

.79  ! 

6.. 

11.42 

10.59 

11.02 

.40 

.83 

11.. 

11.59 

10.63 

n.i4 

.45 

.96 

7.. 

1L38 

10.46 

10.97 

.41 

.92 

13.. 

11.64 

10.82 

11.12 

.52 

.82 

9.. 

n.37 

10.56 

n.05 

.32 

.81 

14.. 

n.73 

10.70 

11.27 

.46 

•      1.03 

10.. 

n.36 

10.66 

n.02 

.34 

.71 

16.. 

1L86 

10.80 

n.45 

.41 

L06 

11.. 

n.35 

10.54 

10.94 

.41 

.81 

16.. 

12.08 

11.26 

n.68 

.40 

.82 

12.. 

n.32 

10.55 

10.94 

.38 

.77 

17.. 

12.15 

11.50 

11.72 

.43 

.65 

13.. 

1L21 

10.33 

10.70 

.51 

.88 

18.. 

12.15 

11.37 

11.76 

.39 

.78 

14.. 

n.i9 

10.30 

10.69 

.50 

.89 

20.. 

12.23 

11.56 

n.83 

.40 

.67 

16.. 

n.i7 

10.30 

10.52 

.65 

.87 

21.. 

12.15 

n.33 

n.67 

.48 

.82 

17.. 

11.07 

10.35 

10.60 

.57 

.72 

22.. 

12.17 

n.3i 

11.72 

.45 

.86 

18.. 

10.94 

10.27 

10.35 

.59 

.67 

23.. 

12.13 

n.30 

n.63 

.50 

.83 

19.. 

10.86 

10.10 

10.32 

.54 

.76 

24.. 

12.08 

n.03 

L05 

20.- 

10.76 

9.86 

10.23 

.53 

.90 

26.. 

12.16 

11.15 

11.61 

.54 

1.00 

21-. 

10.74 

9.62 

10.13 

.61 

L12 

27.. 

12.03 
n.93 
n.95 

n.i2 

10.99 
10.88 

11.47 

n.4i 
n.5o 

.50 
.52 
.45 

.91 

.94 

L07 

23.. 
24.. 
26.- 

10.65 
10.58 
10.60 

9.00 
9.40 
9.42 

1.05 

28.. 

" 

1.18 

29.. 

9.98 

.02 

1.18 

30.. 

11.93 

11.25 

n.45 

.48 

.68 

20.. 

10.60 

9.50 

10.06 

.54 

1.10 

31.. 

11.87 

n.oo 

n.  52. 

.35 

.87 

27.. 

10.53 

9.40 

10.04 

.49 

L13 

Feb.    1.. 

n.78 

ia90 

n.43 

.35 

.88 

28.. 

10.52 

9.33 

10.11 

.41 

L19 

3.. 

n.78 

ia92 

n.45 

.33 

.86 

30.. 

10.52 

9.51 

10.12 

.40 

LOl 

4.. 

U.86 

ILOO 

11.39 

.47 

.86 

31.. 

ia54 

9.55 

10.18 

.36 

.  w 
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Table  22.— COMPARISON  OF  AVERAGE  PRICE  PAID  FOR  MIDDLING  COTTON  (OR 
BASIS  MIDDLING  LOTS)  AT  VARIOUS  INTERIOR  POINTS  WITH  AVERAGE  SPOT 
PRICE  OF  MIDDLING  AT  NEW  YORK,  NEW  ORLEANS,  GALVESTON,  HOUSTON, AND 
MEMPHIS  AND  WITH  NEW  YORK  FUTURE  PRICE  DURING  ACTIVE  BUYING 
PERIODS  OF  SEASONS  1906-7,  1907-8,  AND  1906-9— Continued. 


Date. 

Av'ge 
spot 
price,  5 
central 
mar- 
kets. 

N.Y. 

future 

price, 

current 

,  month. 

Av'ge, 
12  sets 
interior 
prices. 

Margin  be- 
tween central 
market  price 
and— 

Date. 

1 

Av'ge 
spot 
price,  5 
central 
mar- 
kets. 

N.Y. 
future 

price, 
current 
month. 

Av'ge, 
12seU 
interior 
prices. 

Margin  be- 
tween central 
market  price 
and— 

Inte- 
rior 
price. 

Cent. 

N.Y. 
future 
price. 

Inte- 
rior 
price. 

N.Y. 
future 
price. 

1908-9. 

Cent*. 

Cents. 

Cents. 

Cent. 

1908-0. 

Cents. 

Cents. 

Cenu. 

CenL 

Cent. 

Sept.    1.. 

9.23 

8.45 

8.63 

aoo 

0.78 

Oct.  24.. 

ft08 

ft  15 

a62 

a46 

-a  07 

2.. 

9.23 

8.31 

&56 

.67 

.92 

2D.. 

ft08 

ft  10 

a57 

.51 

-  .02 

3.. 

9.19 

8.48 

8.67 

.52 

.71 

27.. 

ft  11 

ft  10 

a64 

.47 

.01 

4.. 

9.24 

8.50 

8.63 

.61 

.74 

1             28.. 

ft  13 

ft25 

a  67 

.46 

-  .12 

6.. 

&60 
8.69 

29.. 
30.. 

ft  10 
ft  11 

ft  14 
ft  13 

a62 
a  61 

.48 
.50 

-  .04 

.       8.. 

9.17 

8.56 

.48 

.61 

-  .02 

9.- 

9.26 

8.78 

8.79 

.47 

.48 

31.. 

ft  11 

a63 

'  .48 

10.. 

9.20 

8.83 

8.77 

.52 

.46 

Nov.    2.. 

ft  15 

ftOO 

a72 

.43 

.06 

11.. 

9.28 
9.29 

8.70 
8.75 

8.77 
8.72 

.51 
.67 

.58 
.54 

3.. 

a68 
a60 

12.. 

4.. 

ft06 

ft04 

.39 

.04 

14.. 

9.28 

8.72 

8.73 

.65 

.56 

6.. 

ft06 

&95 

aeo 

.46 

.U 

16.. 

9.28 

8.80 

8.78 

.50 

.48 

6.. 

ft07 

8.92 

a62 

.45 

.15 

16.. 

9.30 

8.91 

8.81 

.49 

.39 

7.. 

1 

ft07 

&98 

a60 

.47 

.09 

17.. 

9.41 

8.95 

8.92 

.49 

.46 

9.. 

ft  11 

a98 

a  71 

.40 

.13 

18.. 

9.37 

8.94 

8.91 

.46 

.43 

10.. 

ft  11 

ft  01 

aeo 

.42 

.10 

10.. 

9.37 

8.80 

8.87 

.50 

.57 

11.. 

ft  07 

ft  00 

a63 

.44 

.07 

21.. 

9.24 

8.77 

8.72 

.62 

.47 

12.. 

ftOB 

&98 

a64 

.44 

.10 

22.. 

9.22 

8.75 

8.75 

.47 

.47 

1             13.. 

ft06 

8.86 

a63 

.43 

.20 

23.. 

9.29 

8.97 

8.80 

.49 

.32 

'              14.. 

ft08 

&90 

a62 

.46 

.18 

24.. 

9.29 

8.93 

8.82 

.47 

.36 

16.. 

ft08 

ft  06 

a65 

.43 

.00 

25.. 

9.29 

8.90 

8.75 

.64 

.39 

17.. 

ft  14 

ft  12 

a  74 

.40 

.02 

26.. 

9.29 

8.95 

8.77 

.52 

.34 

18.. 

ft20 

ft  25 

a  75 

.45 

-  .06 

28.. 

9.32 

9.00 

8.80 

.52 

.32 

19.. 

ft  21 

ft28 

a72 

.49 

-  .07 

29.. 

9.27 

9.00 

8.74 

.53 

.27 

20.. 

ft20 

ft  22 

aeo 

.51 

-  .02 

30.. 

9.20 

8.90 

8.67 

.53 

.30 

21.. 

ft22 

ft37 

a79 

.43 

-  .15 

Oct     1.. 

9.15 

8.87 

8.59 

.56 

.28 

23.. 

ft  24 

ft  30 

a  75 

.49 

-  .06 

2.. 

9.10 

8.88 

8.56 

.54 

.22 

1             24.. 

ft  22 

ft  25 

aeo 

.53 

-  .03 

3.. 

9.05 

8.81 

&51 

.54 

.24 

25.. 

ft  22 

ft  24 

ao9 

.53 

-  .02 

5.. 

8.94 

&75 

&40 

.54 

.19 

27.. 

ft  20 

ft35 

a68 

.52 

-  .15 

6.. 

&04 

&65 

8.33 

.61 

.29 

28.. 

ft  18 

ft  28 

a67 

.51 

-  .10 

7.. 

8.98 

&70 

8.46 

.62 

.28 

30.. 

ft  10 

a  57 

.53 

8.. 

8.96 

&75 

842 

.54 

.21 

Dec.     1.. 

ft  08 

ftl2 

a54 

.64 

-  .04 

9.. 

ao4 

8.77 

&39 

.55 

.17 

2.. 

ft  07 

ftl2 

a57 

.50 

-  .05 

10.. 

8.96 

8.79 

8.44 

.52 

.17 

3.. 

1 

ft  06 

ft25 

a6o 

.46 

-  .19 

12.. 

8.90 

8.95 

&51 

.48 

.04 

4.. 

ft03 

ft20 

a47 

.56 

-  .17 

13.. 

8.98 

&97 

&40 

.49 

.01 

5.. 

ft  01 

ft  13 

a49 

.52 

-  .12 

14.. 

8.90 

aoo 

8.51 

.48 

-.01 

7.. 

8.96 

ft  19 

a42 

.64 

-  .23 

*16.. 

&99 

9.05 

&55 

.44 

-.06 

8.. 

8.93 

ft09 

a37 

.56 

-  .16 

16.. 

9.07 

a97 

8.56 

.51 

.10 

9.. 

8.98 

8.97 

a42 

.56 

.01 

17.. 

9.07 

9.02 

&61 

.46 

.05 

10.. 

&92 

ft  07 

a  41 

.51 

-  .15 

10.. 

9.03 

&98 

8.51 

.52 

.05 

11.. 

8.85 

a92 

a25 

.60 

-  .07 

20.. 

9.04 

ao5 

8.50 

.54 

-.01 

12.. 

8.85 

a93 

a  31 

.54 

-.08 

21.. 

9.05 

9.06 

&56 

.49 

-.01 

14.. 

&85 

a88 

a26 

.50 

-  .03 

22.. 

ao6 

ft  13 

&60 

.48 

-.05 

15.. 

8.82 

a  97 

a25 

.67 

-.15 

23.. 

9ioe 

ft  18 

&67 

.42 

-.00 

16.. 

&78 

a85 

a  17 

.a 

-.07 
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Table  22.— COMPARISON  OF  AVERAGE  PRICE  PAID  FOR  MIDDLING  COTTON  (OR 
BASIS  MIDDLING  LOTS)  AT  VARIOUS  INTERIOR  POINTS  WITH  AVERAGE  SPOT 
PRICE  OF  MIDDLING  AT  NEW  YORK,  NEW  ORLEANS,  GALVESTON,  HOUSTON,  AND 
MEMPHIS  AND  WITH  NEW  YORK  FUTURE  PRICE  DURING  ACTIVE  BUYING 
PERIODS  OF  SEASONS  1006-7,  1907-8,  AND  lOOB-9— Continued. 


Date. 

• 

Av'ge 

spot 

price,  5 

central 

mar« 

kets. 

N.Y. 

future 

price, 

current 

month. 

Av'ge, 
12  sets 
Interior 
prices. 

Margin  be- 
tween central 
market  price 
and-    •    ' 

Date. 

Av'ge 
spot 
price,  5 
cen  tried 
mar- 
kets. 

N.Y. 

future 

price, 

current 

month. 

Av'ge, 

12  sets 

interior 

prices. 

Margin  be- 
tween central 
market  price 
and— 

Inte- 
rior 
price. 

N.Y. 

■  future 
price. 

Inte- 
rior 
price. 

N.Y. 

future 
price. 

190^4). 

Genu. 

CewU. 

CenU. 

Cent. 

Cent. 

1908-9. 

CenU. 

Cent*. 

Cent*. 

Cent. 

Cent. 

Dec.  17.. 

&78 

8.78 

8.22 

a56 

aoo 

Feb.  10.. 

9.58 

9.65 

9.21 

0.37 

0.03 

18.. 

&80 

8.82 

8.23 

.57 

-.02 

11.. 

9.55 

9.45 

9.27 

.28 

.10 

19.. 

8.82 

8.92 

8.26 

.56 

-.10 

12.. 

9.47 

9.17 

.30 

21.. 

8.81 

&04 

8.27 

.54 

-.13 

13.. 

9.55 

9.42 

9.17 

.38 

.13 

22.. 

&87 

8.86 

8.30 

.57 

.01 

15.. 

9.52 

9.45 

9.14 

.38 

.07 

23.. 

&91 

&99 

&38 

.53 

-.08 

16.. 

9.55 

9.45 

9.21 

.34 

.10 

24.. 

&92 

9.10 

8.38 

.54 

-.18 

17.. 

9.55 

9.48 

9.22 

.33 

.07 

28.. 

8.95 

9.13 

8.41 

.54 

-.18 

18.. 

9.55 

9.48 

9.26 

.29 

.07 

29.. 

a96 

9.08 

'&42 

.54 

-.12 

19.. 

9.65 

9.51. 

9.17 

.38 

.04 

30.- 

&96 

a06 

8.58 

.38 

-.12 

20.. 

9.54 

9.43 

9.21 

.33 

.11 

31.. 

ao2 

&85 

&50 
8.68 
8.67 

.52 

.17 

23.. 
24.. 
25.. 

9.46 
9.44 
9.40 

9.42 
9.24 
9.27 

.04 

Jan.     2.. 

9.00 
9.04 

.44 
.36 

.20 

4.. 

9.03 

9.03 

.36 

.00 

.13 

6.. 

9.01 

&93 

8.61 

.40 

.08 

26.. 

9.40 

9.25 

9.03 

.37 

.15 

6.. 

9.04 

8.91 

8.62 

.42 

.13 

27.. 

9.40 

9.03 

.37 

7.. 

9.05 

8.98 

a72 

.33 

.07 

Mar.    1. . 

9.43 

9.36 

9.02 

.41 

.06 

8.. 

9.12 

9.05 

8.81 

.31 

.07 

2.. 

9.60 

9.40 

9.17 

.43 

.20 

«.. 

9.13 

9.09 

8.85 

.28 

.04 

3.. 

9.57 

9.63 

9.18 

.39 

.04 

11.. 

9.26 

9.01 

8.89 

.37 

.25 

4.. 

9.67 

9.60 

9.26 

.31 

-.03 

12-. 

9.26 

9.22 

8.95 

.31 

.04 

6.. 

9.67 

9.59 

9.17 

.40 

-.02 

13.. 

9.28 

9.17 

&94 

.34 

.11 

6.. 

9.67 

9.61 

9.16 

.42 

.06 

14.. 

9.37 

9.22 

8.98 

.39 

.16 

8.. 

9.57 

9.46 

9.14 

.43 

.12 

16.. 

9.47 

9.31 

9.07 

.40 

.16 

9.. 

9.57 

9.66 

9.23 

.34 

.01 

16.. 

0.53 

9.38 

9.07 

.46 

.15 

10.. 

9.57 

9.61 

9.14 

.43 

.06 

18.. 

9.62 

9.44 

9.17 

.45 

.18 

11.. 

9.64 

9.60 

9.15 

.39 

.04 

19.. 

9.58 

9.44 

9.18 

.40 

.14 

12.. 

9.55 

9.46 

9.08 

.47 

.09 

20.. 

9.65 
9.76 

9.37 
9.59 

9.21 
9.32 

.44 
.44 

.28 
.17 

13.. 
16.. 

9.55 
9.62 

9.60 
9.48 

.06 

21.. 

9.18 

.34 

.04 

22.. 

9.76 

9.60 

9.35 

.41 

.16 

16.. 

9.43 

9.42 

9.04 

.39 

.01 

23.- 

9.76 

9.78 

9.36 

.40 

-.02 

17.- 

9.42 

9.37 

9.04 

.38 

.05 

25.. 

9.74 

9.70 

9.34 

.40 

.04 

18.. 

9.39 

9.34 

8.98 

.41 

.05 

26.. 

9.76 

9.62 

9.31 

.45 

.14 

19.. 

9.42 

9.36 

9.00 

.42 

.06 

27.. 

9.74 

9.65 

9.30 

.44 

.09 

20.. 

9.39 

9.39 

9.02 

.37 

.00 

28.. 

9.76 

9.45 

9.33 

.43 

.31 

22.. 

9.38 

9.31 

9.02 

.36 

.07 

29.. 

9.66 

9.55 

9.29 

.37 

.11 

23-. 

9.42 

9.36 

8.99 

.43 

.07 

30.. 

9.65 

9.23 

.42 

24.. 

9.42 

9.42 

9.02 

.40 

.00 

Feb.    1.. 

9.65 

9-43 

9.16 

.49 

.22 

25.. 

9.42 

9.46 

9.03 

.39 

-.03 

2.. 

9.66 

9.53 

9.20 

.46 

.13 

26.- 

9.42 

9.38 

8.96 

.44 

.04 

3.. 

9.66 

9.53 

9.21 

.45 

.13 

27-- 

9.43 

9.44 

9.03 

.40 

-.01 

4.. 

9.60 
9.61 

9.46 
9.49 

9.13 
9.21 

.47 
.40 

.14 
.12 

29- 
30.. 

9.50 
9.63 

9.63 
9.62 

—.08 

6.. 

9.09 

.44 

-.09 

8.. 

9.64 

9.60 

9.28 

.36 

.04 

31.. 

9.63 

9.02 

9.16 

.37 

-.09 

9.. 

9.64 

9.61 

9.24 

1 

.40 

.03 
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From  this  table  it  will  be  seen  that  the  margin  between  the  average 
of  interior  prices  and  the  average  of  spot  prices  at  five  central  markets 
was  fairiy  constant  during  the  period  from  September  4,  1906,  until 
after  the  middle  of  November,  1906,  at  aroimd  55  to  70  points.  It  is 
true  that  in  the  opening  days  of  September  this  margin  wa§  about 
80  points,  but  it  ahnost  immediately  fell  to  approximately  65  points. 
During  much  of  this  time  the  margin  between  the  New  York  future 
price  and  the  average  price  at  five  central  markets  was  fairiy  narrow. 
In  September  this  margin  was  at  times  as  high  as  80  points,  but  in 
October  and  most  of  November  it  was  generally  below  50  points  and 
frequently  narrower. 

The  meeting  of  the  New  York  revision  committee  was  held  on 
November  21.  Almost  immediatelv  thereafter  the  discoimt  of  the 
New  York  future  price  from  the  average  price  at  five  markets 
increased  until  in  the  latter  part  of  December  it  exceeded  125  points. 
Just  at  the  close  of  November,  it  is  true,  the  discount  of  the  future 
price  narrowed  sharply,  changing,  in  fact,  to  a  premium  on  Novem- 
ber 28.  This  contraction  of  the  discount  was  due  to  a  squeeze  in 
the  November  deHvery,  which  was  especially  marked  in  the  last 
days  of  that  month.  It  was  not  representative  of  the  position  of 
the  future  market  generally,  and  therefore  should  be  ignored  in  this 
discussion.  At  the  beginning  of  December,  it  will  be  seen,  the 
discount  of  the  future  price  was  wide,  at  about  80  to  95  points. 

This  increase  in  the  discount  of  the  New  York  future  price  was 
promptly  reflected  in  a  widening  of  the  margin  between  the  average 
interior  price  and  the  average  price  at  five  central  markets.  Thus 
it  will  be  seen  that  this  latter  margin,  w^hich  for  some  time  prior  to 
November  21  had  seldom  exceeded  65  points,  widened  by  the  end  of 
November  to  78  points,  and  during  a  considerable  part  of  December 
fluctuated  between  75  and  90  points,  occasionally  becoming  even 
wider. 

It  was  just  at  tliis  period,  it  will  be  remembered,  that  the  producers' 
prices  indicated  by  the  use  of  limits  showed  a  decided  divergence  from 
the  spot  prices  in  the  New  York  and  New  Orleans  markets,  respec- 
tively. The  results  shown  by  these  average  figures,  therefore,  very 
well  accord  with  those  shown  bv  the  limits. 

In  January  and  February  the  margin  between  the  New  York  future 
price  and  the  average  central  market  price  continued  unusually  wide, 
ranging,  in  the  main,  from  115  to  160  points.  In  these  months, 
however,  the  margin  between  the  average  interior  price  and  the  aver- 
age central  market  price  narrowed  considerably.  This,  it  will  be 
recalled,  was  substantially  what  was  indicated  by  the  study  of  limits. 
That  is,  the  producers'  price  by  this  time  had  become  largely  inde- 
pendent of  the  future  price. 
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At  the  beginning  of  1907-8  it  will  be  seen  that  the  New  York  future 
price  was  at  an  exceedingly  wide  discount  from  the  average  price  at 
five  central  markets.  At  times  it  was  practically  200  points,  and  it 
fell  below  100  points  only  in  the  closing  days  of  September.  In  this 
month  the  margin  between  the  interior  market  (producers')  price  and 
the  central  market  price,  while  somewhat  irregular,  was,  on  the  whole, 
distinctly  wide,  sometimes  exceeding  100  points.  In  October  and 
November  the  discount  of  the  future  price  narrowed  sharply,  and  this 
was  accompanied  by  a  narrowing  of  the  margin  between  the  average 
interior  price  and  the  average  central  market  price.  In  December 
the  latter  margin  widened  out  somewhat,  although  the  discount  of  the 
New  York  future  price  showed  no  material  increase.  This,  as  previ- 
ously explained,  is  partly  due  to  the  fact  that  the  New  York  December 
future  price  was  severely  squeezed  in  December,  1907,  whereas  the 
prices  for  other  future  months  were  somewhat  indifTerent  to  this 
exceptional  movement  in  the  December  future.  This  largely  explains 
the  increase  in  the  margin  between  the  interior  price  and  the  average 
central  market  price,  in  the  face  of  a  narrowing  of  the  discount  of 
the  future  price.  During  the  remaining  three  months  of  the  active 
buying  period  of  the  season  1907-8  the  discount  of  the  New  York 
future  price,  on  the  whole,  was  distinctly  wide.  The  margin  between 
the  interior  price  and  the  central  market  price,  however,  was  narrower 
than  it  had  been  earlier  in  the  season.  This  is  substantially  in  line 
with  the  evidence  furnished  by  the  hmits,  namely,  that  after  an  abnor- 
mally wide  discount  has  become  thoroughly  understood,  the  pro- 
ducers' price  shows  a  tendency  to  break  away  from  its  influence  and 
to  return  to  a  more  nearly  normal  relationship  with  the  spot  price. 

In  the  season  of  1908-9,  as  will  readily  be  seen  from  the  table, 
the  discount  of  the  New  York  future  price  from  the  average  of 
central  market  prices  was  at  first  rather  wide,  but  almost  steadily 
narrowed  during  the  latter  part  of  September  and  the  early  part  of 
October.  During  much  of  the  period  from  October  15  to  December  31 
it  was  at  a  premium  over  the  average  price  at  central  markets.  This 
was  the  logical  position,  since,  owing  to  the  cost  of  transportation, 
the  southern  spot  prices  normally  should  be  below  the  New  York 
current  future  quotation.  ° 

This  narrowing  of  the  discount,  it  will  also  be  seen,  was  accom- 
panied at  first  by  some  ^narrowing  of  the  margin  between  the  inte- 
rior price  and  the  average  price  at  central  markets.  Thus  that  mar- 
gin, which  at  the  beginning  of  September  ranged  around  60  points, 
had  fallen  appreciably  by  the  end  of  that  month.  In  October  and 
November  it  was  fairly  constant.  In  December  it  widened  out  again, 
although  there  was  no  corresponding  change  in  the  discount  of  the 

<*The  New  York  spot  price  itself  is  included  in  this  average,  but  since  it  is  out- 
weighed by  the  four  southern  prices,  this  premium  of  the  future  price  is  to  be  expected. 
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New  York  future  price.  Instead,  the  New  York  future  price  went  to 
an  increased  premium  over  the  average  price  at  five  central  markets. 
This,  it  will  be  recalled,  is  almost  precisely  what  was  shown  by  a 
study  of  the  limits,  and,  as  there  stated,  it  appears  that  this  sharp 
narrowing  of  the  discount,  or  in  this  case  an  increase  in  the  premium 
of  the  New  York  future  price,  led  cotton  merchants  to  increase  their 
buying  limits  off  more  than  was  necessary,  so  that  the  producer  was 
injured.  On  the  other  hand,  in  January,  when  the  New  York  future 
price  was  at  a  moderate  discount  from  the  average  price  in  central 
markets,  the  margin  between  the  average  interior  price  and  the 
average  price  at  central  markets  narrowed  sharply  and  remained 
practically  constant  during  the  remainder  of  the  period  covered  by  the 
table. 

It  should  be  repeated  that  the  use  of  an  average  of  spot  prices  at 
five  central  markets  may  possibly  conceal,  in  a  measure,  the  real 
effect  of  an  abnormal  discount  of  the  future  price  upon  prices  in  the 
interior,  for  the  reason  that  such  discount  may  have  influenced  the 
spot  prices  in  the  central  markets  included  in  this  average. 

These  comparisons  are  more  clearly  brought  out  by  charts  14,  15, 
and  16,  opposite  pages  134, 136,  and  138,  respectively.  In  these  charts 
the  average  central  market  price  is  shown  by  the  heavy  black  line, 
the  New  York  future  price  by  the  dotted  black  line,  and  the  average 
interior  price  by  the  red  line.  The  black  margin  curve  at  the  bottom 
of  these  charts  shows  the  discount  of  the  New  York  future  price  from 
(or  the  premium  above)  the  average  central  market  price — that  is, 
the  margin  between  the  heavy  black  line  and  the  dotted  black  line  in 
the  upper  part  of  the  charts — while  the  red  curve  shows  the  margin 
between  the  average  central  market  price  and  the  average  interior 
price;  that  is,  the  margin  between  the  solid  black  line  and  the  red 
line  in  the  upper  part  of  the  charts. 

From  a  study  of  these  charts  it  will  be  apparent  that  the  widest 
margins  between  the  average  interior  price  and  the  average  central 
market  price  almost  invariably  occurred  at  those  times  when  the 
discount  of  the  New  York  future  price  from  this  average  central 
market  price  first  became  distinctly  abnormal.  Thus,  turning  to 
chart  14,  it  will  be  seen  that  when  this  discount  of  the  future  price  at 
the  beginning  of  December  widened  there  was  also  an  appreciable 
widening  of  the  margin  between  the  average  interior  price  (shown  by 
the  red  line)  and  the  average  central  market  price  (shown  by  tlie 
heavy  black  line).  It  is  true  that  this  depression  of  the  interior  price 
line  is  somewhat  less  pronounced  than  the  depression  of  the  indicated 
interior  price  line,  arrived  at  by  the  use  of  limits  in  chart  4,  opposite 
page  74.  However,  this  chart  clearly  shows  that  the  tendency  of  the 
abnormal  discount  was  to  cause  some  depression  of  the  producers' 
price. 
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In  chart  15,  for  the  season  1907-8,  it  will  be  seen  that  the  discount 
of  the  future  price  was  exceedingly  wide  at  the  opening  of  Sep- 
tember, 1907,  and  that  at  this  time  the  average  interior  price  was 
also  at  a  relatively  wide  margin  from  the  average  central  market 
price.  Thus  in  the  middle  of  September  this  margin  considerably 
exceeded  100  points.  During  the  latter  part  of  September  and 
throughout  October  and  November  there  was  a  gradual  narrowing 
of  the  discoimt,  and  this,  it  will  be  seen,  was  accompanied  by  a 
gradual  narrowing  of  the  margin  between  the  average  interior  price 
and  the  central  market  price.  In  December,  on  the  other  hand, 
the  average  interior  price  widened  out  rather  sharply  from  the  aver- 
age central  market  price,  although  at  this  time  the  discount  of  the 
future  price  continued  to  narrow.  This  apparently  inconsistent  situ- 
ation is,  however,  readily  explained  by  the  simple  fact  that  the 
December  future  price,  as  previously  stated,  was  forced  up  fairly 
close  to  the  spot  price  because  of  a  squeeze  in  the  New  York  market, 
whereas  other  future  months  at  this  time  were  at  a  wide  discoimt. 
In  this  particular  month,  therefore,  it  happens  that  the  current 
future  price  does  not  afford  a  satisfactory  basis  for  comparison.  Dur- 
ing the  remainder  of  the  season  the  discount  of  the  ciurent  future 
price  continued  wide,  at  about  100  points,  whereas  the  margin 
between  the  average  interior  price  and  the  central  market  price  was 
distinctly  narrow^er  than  in  the  earlier  portion  of  the  season.  This, 
as  stated  above,  is  in  line  with  the  evidence  shown  by  the  limits, 
namely,  that  the  effect  of  an  abnormal  discount  is  chiefly  felt  in  the 
initial  stages  of  such  discount  and  that  after  it  is  clear  that  the  dis- 
count has  become  distinctly  abnormal  the  producers'  price  shows 
marked,  though  not  complete,  independence  of  such  discount. 

From  chart  16,  for  1908-9,  it  will  be  seen  that  the  discount  of  the 
future  price  was  very  much  narrower,  frequently  changing  to  a  pre- 
mitmi,  and,  on  the  whole,  decidedly  more  constant  than  in  either  of 
the  preceding  years.  It  is  also  apparent  that  the  margin  between 
the  average  interior  price  and  the  spot  price  at  central  markets  was 
very  much  more  constant  than  in  either  of  the  preceding  years.  In 
fact,  except  for  a  slight  widening  in  December,  this  margin  was  com- 
paratively uniform  throughout  the  period  covered.  This  widening 
in  December,  it  may  be  noted,  accords  with  the  evidence  shown  by 
the  comparison  of  limits  given  in  chart  11. 

These  averages  of  actual  prices  corroborate  the  conclusions  sug- 
gested by  the  study  of  limits  in  preceding  sections.  This  will  be  more 
apparent  by  comparing  the  charts  under  discussion  with  the  various 
charts  comparing  limits  and  future  prices  already  given.  It  may  be 
noted  that  had  the  interior  price  been  compared  with  the  New  York 
spot  price  instead  of  with  the  average  central  market  price,  the  cor- 
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respondence  between  the  two  sets  of  charts  would  be  still  more 
marked. 

In  view  of  this  cumulative  evidence,  therefore,  there  can  be  no 
question  that  abnormal  discounts  of  the  future  price  do  exert  an 
appreciable,  though  somewhat  irregular  and  intermittent,  depressing 
influence  upon  prices  paid  producers. 

It  is  worth  pointing  out  that  the  average  margin  between  the 
interior  price  and  the  central  market  price  given  in  Table  22  wss 
distinctly  narrower  in  the  season  of  1908-9,  when  the  discount  of 
the  New  York  future  price  was,  on  the  whole,  fairly  constant,  than 
it  was  in  either  of  the  preceding  seasons,  when  that  discount,  on  the 
whole,  was  abnormally  wide.  This  is  shown  by  the  following  sum- 
mary: 


Cent. 

Average  discount  of  New  York  future  price a  90  a  84  ail 

Average  margin  between  interior  price  and  central  market  price .63  .60  .46 


1906-7, 

1907-8. 

Cent. 

Cent.     ' 

a90 

a  84 

.63 

.60 

1908-9. 


The  same  thing  will  be  more  clearly  apparent  from  a  comparison 
of  the  red  margin  curves  at  the  bottom  of  charts  14,  15,  and  16. 

Conditions  might  be  so  different  in  one  season  from  those  in  another 
as  to  bring  some  change  in  the  margin  between  the  price  of  cotton 
at  central  markets  and  the  price  which  merchants  were  willing  to 
pay  in  the  interior  of  the  cotton  belt.  It  will  be  noted,  however, 
that  this  summary  table  shows  that  a  moderate  narrowing:  of  the 
discount  of  the  New  York  future  price  in  1907-8  as  compared  with 
1906-7  was  accompanied  by  a  very  slight  narrowing  of  the  margin 
between  the  interior  price  and  the  central-market  price,  and  that 
the  pronounced  narrowing  of  the  discount  in  the  next  season  was 
accompanied  by  a  material  narrowing  of  the  margin  between  the 
interior  price  and  the  central  market  price.  Taken  in  connection 
with  the  preceding  evidence,  this  summary  table  gives  good  groimd 
for  asserting  that  in  those  years  when  the  discount  of  the  future  price 
is  fairly  normal  the  producers'  price  not  only  responds  more  promptly 
to  changes  in  the  true  market  value  of  cotton,  but  actually  rules 
nearer  to  that  true  market  value.  It  seems  probable  that  the  expla- 
nation of  tliis  lies  in  large  measure  in  the  fact  elsewhere  pointed  out 
that  when  the  discount  is  thus  fairly  normal  merchants  feel  assured 
that  their  hedges  will  afford  them  protection,  and  therefore  are 
willing  to  do  business  on  a  narrower  margin  of  profit  than  they  can 
afford  to  accept  when  the  discount  is  fluctuating  abnormally. 


EFFECT  ON  PRICES  PAID  PRODUCERS.  137 

In  chart  15,  for  the  season  1907-8,  it  will  be  seen  that  the  discount 
of  the  future  price  was  exceedingly  wide  at  the  opening  of  Sep- 
tember, 1907,  and  that  at  this  time  the  average  interior  price  was 
also  at  a  relatively  wide  margin  from  the  average  central  market 
price.  Thus  in  the  middle  of  September  this  margin  considerably 
exceeded  100  points.  During  the  latter  part  of  September  and 
throughout  October  and  November  there  was  a  gradual  narrowing 
of  the  discoimt,  and  this,  it  will  be  seen,  was  accompanied  by  a 
gradual  narrowing  of  the  margin  between  the  average  interior  price 
and  the  central  market  price.  In  December,  on  the  other  hand, 
the  average  interior  price  widened  out  rather  sharply  from  the  aver- 
age central  market  price,  although  at  this  time  the  discount  of  the 
future  price  continued  to  narrow.  This  apparently  inconsistent  situ- 
ation is,  however,  readily  explained  by  the  simple  fact  that  the 
December  future  price,  as  previously  stated,  was  forced  up  fairly 
close  to  the  spot  price  because  of  a  squeeze  in  the  New  York  market, 
whereas  other  future  months  at  this  time  were  at  a  wide  discoimt. 
In  this  particular  month,  therefore,  it  happens  that  the  current 
future  price  does  not  afford  a  satisfactory  basis  for  comparison.  Dur- 
ing the  remainder  of  the  season  the  discount  of  the  current  future 
price  continued  wade,  at  about  100  points,  whereas  the  margin 
between  the  average  interior  price  and  the  central  market  price  was 
distinctly  narrower  than  in  the  earlier  portion  of  the  season.  This, 
as  stated  above,  is  in  line  with  the  evidence  shown  by  the  limits, 
namely,  that  the  effect  of  an  abnormal  discount  is  chiefly  felt  in  the 
initial  stages  of  such  discount  and  that  after  it  is  clear  that  the  dis- 
count has  become  distinctly  abnormal  the  producers'  price  shows 
marked,  though  not  complete,  independence  of  such  discount. 

From  chart  16,  for  1908-9,  it  will  be  seen  that  the  discount  of  the 
future  price  was  very  much  narrower,  frequently  changing  to  a  pre- 
mitmi,  and,  on  the  whole,  decidedly  more  constant  than  in  either  of 
the  preceding  years.  It  is  also  apparent  that  the  margin  between 
the  average  interior  price  and  the  spot  price  at  central  markets  was 
very  much  more  constant  than  in  either  of  the  preceding  years.  In 
fact,  except  for  a  slight  widening  in  December,  this  margin  was  com- 
paratively uniform  throughout  the  period  covered.  This  widening 
in  December,  it  may  be  noted,  accords  with  the  evidence  shown  by 
the  comparison  of  limits  given  in  chart  1 1 . 

These  averages  of  actual  prices  corroborate  the  conclusions  sug- 
gested by  the  study  of  limits  in  preceding  sections.  This  will  be  more 
apparent  by  comparing  the  charts  under  discussion  with  the  various 
charts  comparing  limits  and  future  prices  already  given.  It  may  be 
noted  that  had  the  interior  price  been  compared  with  the  New  York 
spot  price  instead  of  with  the  average  central  market  price,  the  cor- 
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m.  SXTHMABY  AND  GBNEBAL  CONCLUSIONS. 

Section  12.  Snmmary  of  comparisons  of  discounts  of  fntnre  prices  with 
prices  paid  producers. 

The  preceding  discussion  of  interior  price  movements  as  compared 
with  the  movement  of  prices  at  central  markets  shows  that  the 
divergence  of  the  producer's  price  from  the  spot  prices  at  central 
markets  was  almost  invariably  greatest  at  those  times  when  the  dis- 
count of  the  future  price  at  New  York  or  New  Orleans,  respectively, 
first  showed  an  abnormal  increase.  On  the  other  hand,  when  in 
1908-9  the  discounts  of  future  prices  in  all  markets  were  much  more 
uniform  than  they  had  been  in  either  of  the  two  preceding  seasons, 
the  movement  of  prices  paid  producers  maintained  a  much  more 
constant  relationship  with  the  spot  prices  in  the  respective  future 
markets.  There  can,  therefore,  be  no  possible  question  that  abnormal 
discounts  of  future  prices  disturb  the  proper  relationship  between  the 
price  paid  the  producer  and  the  real  current  value  of  cotton  as 
established  in  the  large  competitive  central  markets.  This  conclu- 
sion is  inevitable,  since  the  comparison  of  price  movements  based 
on  limits  is  fully  confirmed  by  the  study  of  actual  prices  given  in 
section  11. 

While  the  evidence  thus  shows  the  depressing  influence  of  an 
abnormal  discount  in  the  future  price,  it  also  shows  that  competition 
compels  cotton  merchants  so  to  vary  their  limits  as,  in  large  measure, 
but  not  wholly,  to  offset  such  influence.  It  is  clear,  therefore,  that 
the  effect  of  abnormal  discounts  of  future  prices  upon  prices  of  spot 
cotton  in  the  interior  has  been  less  pronounced  than  many  com- 
plaints of  producers  would  indicate. 

It  is,  however,  no  justification  of  the  fixed-difference  system  to  say 
that  the  full  effect  of  abnormal  discounts  has  not  always  been  felt  by 
producers,  or  to  argue  that  such  temporary  injury  is  a  mere  incident 
of  the  cotton  business.  Unnecessary  and  arbitrarily  erroneous  con- 
ditions are  not  proper  incidents  of  any  business.  The  aim  of  cotton 
exchanges  should  be  to  avoid  to  the  greatest  possible  extent  any 
such  arbitrary  interference  with  the  proper  operation  of  the  law  of 
supply  and  demand. 

Furthermore,  while  the  evils  arising  from  the  New  York  fixed- 
difference  system  have  been  thus  clearly  established,  it  seems  alto- 
gether probable  that  the  injury  to  the  producer  would  have  been 
still  greater  if  more  accurate  future  prices  had  not  been  maintained 
on  the  New  Orleans  and  Liverpool  cotton  exchanges.  It  seems 
altogether  reasonable  to  assume  that  the  better  conduct  of  the  system 
on  those  exchanges  in  part  neutralized  the  bad  effect  of  the  ex- 
tremely abnormal  discounts  which  occurred  at  New  York;  that  is, 
merchants  who  hedged  their  purchases  of  cotton  in  New  Orleans  or 
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Liverpool,  being  better  protected  because  of  a  more  uniform  discount 
of  the  future  price  (and  this  notwithstanding  the  fact  that  the  Liver- 
pool margin  was  at  times  extremely  wide),*  were  in  a  position  to 
ignore  to  some  extent  the  unusual  discount  which  occurred  at  New 
York,  and  their  competition  in  a  considerable  measure  determined 
the  price  of  cotton  to  the  producer. 

It  does  not  follow,  however,  that  if  abnormal  discounts  in  all  three 
markets  were  prolonged  the  producer  would  thus  be  protected.  The 
comparatively  brief  period  during  the  active  buying  season  of  1907-8 
when  future  prices  in  all  three  markets  were  simultaneously  at 
unusual  discounts  does  not  afford  a  satisfactory  test.  For  instance, 
by  the  time  the  discount  in  the  New  Orleans  market  had  become  most 
abnormal  the  bulk  of  the  cotton  crop  had  left  producers'  hands.  The 
experience  of  the  season  of  1907-8,  therefore,  is  not  necessarily  a  fair 
indication  of  what  might  happen  if  abnormal  discounts  continued  in 
effect  in  all  three  future  markets  over  a  long  period. 

At  any  rate,  it  seems  certain  that  if  cotton  merchants  generally 
find  that  their  hedges  are  turning  out  disastrously  they  will  endeavor 
to  protect  themselves  by  lowering  their  bids  to  the  producer.  Their 
ability  to  do  so  will  depend  largely  upon  the  extent  of  competition 
from  merchants  who  have  not  hedged  at  all  or  who  find  that  their 
hedges  show  comparatively  small  loss.  Conditions  of  supply  and 
demand  may  be  such  that  the  price  of  cotton  must  necessarily  advance 
despite  abnormal  discounts  in  all  future  markets,  but  it  is  difficult  to 
escape  the  conclusion  that  if  merchants  hedging  in  all  three  markets 
find  themselves  confronted  with  los^  on  such  hedge  transactions,  and 
thus  have  a  conmion  motive  to  reduce  their  bids  to  the  producer,  the 
producer  is  more  likely  to  suffer  injury  than  he  is  when  such  hedging 
merchants  secure  proper  protection. 

In  brief,  these  abnormal  discounts  inject  uncertainty  and  disorder 
into  the  cotton  business.  Under  these  circumstances  the  only  bene- 
ficiaries in  the  long  run  are  a  few  of  the  shrewdest  experts.  The 
fixed-difference  system,  to  which  such  discounts  are  chiefly  due, 
works  especial  hardship  upon  the  nonspeculative  class.  The  injustice 
of  any  such  system  should  be  apparent  when  it  is  repeated  that  the 
chief  service  of  an  exchange,  in  so  far  as  possible,  is  to  eliminate  specu- 
lative risks  from  the  operations  of  the  nonspeculative  class. 

It  is  worthy  of  note  that  the  results  of  the  Bureau's  investigation 
are  fully  in  accord  with  the  logic  of  the  situation.  Future  quotations 
of  the  leading  exchanges  are  watched  by  the  trade  with  intense 
interest.  This  interest  is  by  no  means  confined  to  those  who  happen 
to  be  operating  in  the  future  market  for  purposes  of  speculation  only, 
but,  as  shown,  future  quotations  are  sought  by  cotton  merchants  and 

«  See  pages  227  to  230. 


EFFECT  ON  PRICES  PAID  PKODUCERS.  141 

by  cotton  producers  as  well.  Unquestionably  they  are  so  sought 
because  it  is  hoped  that  they  may  prove  something  of  a  guide  for  these 
interests  in  their  transactions  in  spot  cotton.  Indeed,  it  is  inconceiv- 
able that  these  interests  can  entirely  rid  themselves  of  the  psycho- 
logical effect  of  such  information.  It  is  true,  of  course,  that  when  it 
becomes  obvious  that  the  future  quotation  is  wholly  out  of  line  with 
the  spot  price  in  the  large  spot  markets  this  effect  is  very  materially 
reduced,  but  until  it  can  be  known  that  the  unusual  movement  of  the 
future  market  is  not  likely  to  be  at  once  corrected  this  psychological 
effect  must  be  considerable.  Furthermore,  even  after  a  pronounced 
discount  in  the  contract  price  has  been  established,  it  is  reasonably 
certain  that  decided  movements  in  the  future  market  continue  to 
influence  the  opinion  of  those  interested. 

For  instance,  while  the  first  eflFect  of  the  abrupt  widening  of  the 
discount  of  the  New  York  future  price  in  1906-7,  after  the  November 
revision,  undoubtedly  was  to  confuse  and  mislead  producers  into 
selling  cotton  on  the  basis  of  a  false  future  quotation,  after  a  time  it 
should  have  been  evident  to  producers,  as  well  as  to  others  in  the 
trade,  that  the  New  York  contract  price  was  not  a  proper  guide  for 
determining  their  selling  prices.  However,  even  with  the  experience 
of  1906-7  before  them,  producers  always  are  at  a  loss  to  know 
whether  an  unusual  increase  in  the  discount  of  the  future  price  is  of  a 
purely  local  and  temporary  character  or  whether  it  is  likely  to  be 
pronounced  and  long  continued.  Under  these  circumstances  the 
conclusion  is  unavoidable  that  the  psychological  influence  exerted 
by  the  future  market  will  result  at  least  temporarily  in  injury  to 
producers. 

It  might  be  objected  that  this  happens  in  the  case  of  the  minor 
fluctuations  of  the  future  market.  Undoubtedly  the  individual  pro- 
ducer who  sells  his  entire  crop  on  a  day  when  the  future  market  is 
depressed,  even  temporarily,  may  suflFer  as  compared  with  the  price  he 
would  have  realized  had  he  sold  on  another  day  when  the  price  was 
temporarily  advanced.  As  already  explained,  however,  producers 
as  a  class  do  not  suffer  under  such  conditions,  since  cotton  is  sold 
almost  constantly  throughout  the  active  marketing  season,  so  that 
the  loss  of  certain  individual  producers,  resulting  from  these  minor 
and  temporary  declines  in  the  future  price,  is  counterbalanced  by  a 
gain  to  other  producers  who  sell  at  minor  advances.  Where  an 
abnormal  discount  is  prolonged,  however,  an  injury  is  done,  not  only 
to  a  few  individual  producers,  but  to  producers  generally. 

In  the  preceding  discussion  of  limits  the  effect  of  unusual  discounts 
of  the  future  price  has  been  studied  in  the  case  of  both  the  New  York 
and  New  Orleans  markets.  It  is  important  that  the  extensive  treat- 
ment of  both  markets  should  not  leave  the  impression  that  such  dis- 
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Liverpool,  being  better  protected  because  of  a  more  uniform  discount 
of  the  future  price  (and  this  notwithstanding  the  fact  that  the  Liver- 
pool margin  was  at  times  extremely  wide),**  were  in  a  position  to 
ignore  to  some  extent  the  unusual  discoimt  which  occurred  at  New 
York,  and  their  competition  in  a  considerable  measure  determined 
the  price  of  cotton  to  the  producer. 

It  does  not  follow,  however,  that  if  abnormal  discounts  in  all  three 
markets  were  prolonged  the  producer  would  thus  be  protected.  The 
comparatively  brief  period  during  the  active  buying  season  of  1907-8 
when  future  prices  in  all  three  markets  were  simultaneously  at 
unusual  discounts  does  not  afford  a  satisfactory  test.  For  instance, 
by  the  time  the  discount  in  the  New  Orleans  market  had  become  most 
abnormal  the  bulk  of  the  cotton  crop  had  left  producers'  hands.  The 
experience  of  the  season  of  1907-8,  therefore,  is  not  necessarily  a  fair 
indication  of  what  might  happen  if  abnormal  discounts  continued  in 
effect  in  all  three  future  markets  over  a  long  period. 

At  any  rate,  it  seems  certain  that  if  cotton  merchants  generally 
find  that  their  hedges  are  turning  out  disastrously  they  will  endeavor 
to  protect  themselves  by  lowering  their  bids  to  the  producer.  Their 
ability  to  do  so  will  depend  largely  upon  the  extent  of  competition 
from  merchants  who  have  not  hedged  at  all  or  who  find  that  their 
hedges  show  comparatively  small  loss.  Conditions  of  supply  and 
demand  may  be  such  that  the  price  of  cotton  must  necessarily  advance 
despite  abnormal  discounts  in  aU  future  markets,  but  it  is  difficult  to 
escape  the  conclusion  that  if  merchants  hedging  in  all  three  markets 
find  themselves  confronted  with  loss  on  such  hedge  transactions,  and 
thus  have  a  common  motive  to  reduce  their  bids  to  the  producer,  the 
producer  is  more  likely  to  suffer  injury  than  he  is  when  such  hedging 
merchants  secure  proper  protection. 

In  brief,  these  abnormal  discounts  inject  uncertainty  and  disorder 
into  the  cotton  business.  Under  these  circumstances  the  only  bene- 
ficiaries in  the  long  run  are  a  few  of  the  shrewdest  experts.  The 
fixed-difference  system,  to  which  such  discounts  are  chiefly  due, 
works  especial  hardship  upon  the  nonspeculative  class.  The  injustice 
of  any  such  system  should  be  apparent  when  it  is  repeated  that  the 
chief  service  of  an  exchange,  in  so  far  as  possible,  is  to  eliminate  specu- 
lative risks  from  the  operations  of  the  nonspeculative  class. 

It  is  worthy  of  note  that  the  results  of  the  Bureau's  investigation 
are  fully  in  accord  with  the  logic  of  the  situation.  Future  quotations 
of  the  leading  exchanges  are  watched  by  the  trade  with  intense 
interest.  This  interest  is  by  no  means  confined  to  those  who  happen 
to  be  operating  in  the  future  market  for  purposes  of  speculation  only, 
but,  as  shown,  future  quotations  are  sought  by  cotton  merchants  and 

*  _ 

a  See  pages  227  to  230. 
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by  cotton  producers  as  well.  Unquestionably  they  are  so  sought 
because  it  is  hoped  that  they  may  prove  something  of  a  guide  for  these 
interests  in  their  transactions  in  spot  cotton.  Indeed,  it  is  inconceiv- 
able that  these  interests  can  entirely  rid  themselves  of  the  psycho- 
logical effect  of  such  information.  It  is  true,  of  course,  that  when  it 
becomes  obvious  that  the  future  quotation  is  wholly  out  of  line  with 
the  spot  price  in  the  large  spot  markets  this  effect  is  very  materially 
reduced,  but  until  it  can  be  known  that  the  unusual  movement  of  the 
future  market  is  not  likely  to  be  at  once  corrected  this  psychological 
effect  must  be  considerable.  Furthermore,  even  after  a  pronounced 
discount  in  the  contract  price  has  been  established,  it  is  reasonably 
certain  that  decided  movements  in  the  future  market  continue  to 
influence  the  opinion  of  those  interested. 

For  instance,  while  the  first  effect  of  the  abrupt  widening  of  the 
discount  of  the  New  York  future  price  in  1906-7,  after  the  November 
revision,  undoubtedly  was  to  confuse  and  mislead  producers  into 
selling  cotton  on  the  basis  of  a  false  future  quotation,  after  a  time  it 
should  have  been  evident  to  producers,  as  well  as  to  others  in  the 
trade,  that  the  New  York  contract  price  was  not  a  proper  guide  for 
determining  their  selling  prices.  However,  even  with  the  experience 
of  1906-7  before  them,  producers  always  are  at  a  loss  to  know 
whether  an  unusual  increase  in  the  discount  of  the  future  price  is  of  a 
purely  local  and  temporary  character  or  whether  it  is  likely  to  be 
pronounced  and  long  continued.  Under  these  circumstances  the 
conclusion  is  unavoidable  that  the  psychological  influence  exerted 
by  the  future  market  will  result  at  least  temporarily  in  injury  to 
producers. 

It  might  be  objected  that  this  happens  in  the  case  of  the  minor 
fluctuations  of  the  future  market.  Undoubtedly  the  individual  pro- 
ducer who  sells  his  entire  crop  on  a  day  when  the  future  market  is 
depressed,  even  temporarily,  may  suffer  as  compared  with  the  price  he 
would  have  realized  had  he  sold  on  another  day  when  the  price  was 
temporarily  advanced.  As  already  explained,  however,  producers 
as  a  class  do  not  suffer  under  such  conditions,  since  cotton  is  sold 
almost  constantly  throughout  the  active  marketing  season,  so  that 
the  loss  of  certain  individual  producers,  resulting  from  these  minor 
and  temporary  declines  in  the  future  price,  is  counterbalanced  by  a 
gain  to  other  producers  who  sell  at  minor  advances.  Where  an 
abnormal  discount  is  prolonged,  however,  an  injury  is  done,  not  only 
to  a  few  individual  producers,  but  to  producers  generally. 

In  the  preceding  discussion  of  limits  the  effect  of  unusual  discounts 
of  the  future  price  has  been  studied  in  the  case  of  both  the  New  York 
and  New  Orleans  markets.  It  is  important  that  the  extensive  treat- 
ment of  both  markets  should  not  leave  the  impression  that  such  dis- 
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counts  have  been  as  frequent  or  as  serious  in  the  case  of  New  Orleans 
as  they  have  been  in  New  York.  The  principal  caiise  of  abnormal 
discounts  of  future  prices  is  an  overvaluation  of  cotton  in  the  con- 
tract, either  by  means  of  false  diflferences  or  by  means  of  false  grading. 
As  conclusively  shown  in  Part  I,  and  again  elsewhere  in  this  part,** 
these  unusual  discounts  have  been  peculiarly  characteristic  of  the 
New  York  market,  where  the  fixed-diflference  system  is  employed; 
and  while  frequent  reference  has  been  made  to  unusual  discounts  at 
New  Orleans,  it  should  be  kept  in  mind  that  the  discounts  in  that 
market  have  almost  invariably  been  of  minor  consequence  as  com- 
pared with  those  at  New  York.  This  is  undoubtedly  due  to  the  fact 
that  the  New  Orleans  market  employs  the  commercial-diflFerence 
system,  under  which  system  it  is  aimed  to  keep  the  contract  diiffer- 
ences  at  all  times  substantially  in  accord  with  the  real  differences  in 
the  spot  market;  whereas  in  New  York  the  diflferences  are  fixed 
arbitrarily,  and  remain  unchanged  over  long  periods  of  time,  with  the 
result  that  they  frequently  depart  widely  from  the  true  or  commer- 
cial diflferences  existing  in  the  spot  market. 

It  is,  furthermore,  a  fair  question  whether  the  occasional  increase 
in  the  discount  in  the  New  Orleans  market  is  not  due,  to  some  extent, 
to  the  much  more  serious  discounts  in  the  New  York  market  which 
resulted  from  the  fixed-diflference  system. 

Section  13.  Tendency  of  abnormal  discounts  to  force  cotton  buyers  to  try 
to  exact  a  larger  charge. 

To  a  limited  extent  there  can  be  no  question  that  the  tendency 
of  the  fixed-diflference  system  of  the  New  York  Cotton  Exchange 
is  necessarily  in  the  long  run  to  depress  the  price  paid  the  producer, 
not  merely  for  a  portion  of  a  season  but  from  season  to  season. 
This  is  due  to  the  fact  that  cotton  merchants  using  the  New  York 
market  for  hedging  purposes  have  not  in  several  recent  years '^foimd 
a  safe  hedge,  or  anything  like  a  safe  hedge.  Instead,  in  the  season  of 
1906-7,  and  also  in  the  succeeding  year,  the  hedge  itself  resulted  in 
enormous  losses.  In  other  words,  instead  of  a  reduction  of  their 
risks,  by  means  of  hedging,  to  a  minimum,  such  reduction  has  often 
been  slight,  while  the  risk  has  at  times  been  actually  increased. 

a  See  page  213. 

6  In  the  season  of  1908-9  it  happened  that  the  New  York  contract  proved  a  good 
hedge  for  the  buyer.  However,  the  buyer  had  no  assurance  of  this  until  after  the 
November  revision,  and  then  such  assurance  as  he  had  was  due  to  the  unusual  cir- 
cumstance that  the  lower  grades  of  cotton  were  undervalued  instead  of  being  over- 
valued, as  they  had  been,  in  the  main,  for  many  years  previous.  For  the  season 
1909-10,  also,  the  margin  up  to  the  date  of  this  report  (December  6)  has  been  feirly 
close  to  the  normal,  but  there  can  be  no  assurance  that  it  will  continue  so. 
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It  is  shown  elsewhere  ^  that  the  logical  result  of  a  proper  hedging 
system  is  to  lead  to  a  reduction  in  the  charges  of  the  middleman — 
that  is,  the  cotton  merchant — so  that  he  is  able  to  pay  a  slightly 
higher  price  to  the  grower  or  to  sell  at  a  slightly  lower  price  to  the 
spinner,  or  both.  It  has  been  argued  repeatedly  that  the  hedging 
function  has  for  this  reason  been  of  very  great  benefit  to  the  pro- 
ducer and  to  the  spinner.  There  can  be  no  question  that  this  is 
the  natural  tendency  of  a  properly  conducted  system  of  hedging.  It 
is  an  accepted  axiom  of  business  that  under  competition  a  reduction 
in  risks  is  accompanied  by  a  reduction  in  charges.  This  fact  being 
established,  the  converse  necessarily  holds  that  anything  which  tends 
to  increase  the  risks  of  buying  and  selling  cotton  has  a  tendency  at 
least  to  force  the  cotton  merchant  to  seek  protection  by  increasing 
his  charges;  that  is  to  say,  if  the  future  market,  instead  of  reducing 
risks,  increases  them,  then  the  cotton  merchant  will  unquestionably 
endeavor  to  obtain  a  wider  margin  to  cover  the  increased  risk.  This 
means  that  he  will,  so  far  as  possible,  either  pay  a  lower  price  to  the 
grower  or  demand  a  higher  price  from  the- spinner.  There  is  no  es- 
cape from  this  conclusion.  The  extent  to  which  he  may  be  able  to 
do  this  is  largely  dependent  on  various  conditions,  but  the  tendency 
of  such  increase  in  his  risks  is  obvious. 

In  this  connection  it  may  be  repeated,  as  shown  on  page  138,  that  in 
1908-9,  when  merchants  thus  obtained  a  substantial  protection  by 
hedging,  the  producers'  price  ruled  closer  to  the  average  price  at  cen- 
tral markets  than  in  either  of  the  two  preceding  seasons. 

Whenever  the  future  price  is  distorted  either  by  wrong  differences 
or  by  any  other  cause,  it  is  obvious  that,  instead  of  eliminating  risks 
from  the  transactions  of  the  cotton  merchant,  a  new  element  of  risk  is 
injected  into  them.  There  is  no  just  reason  why  the  cotton  merchant 
should  be  forced  to  bear  any  such  unnecessary  risk.  The  inevitable 
risks  of  his  business,  strictly  as  a  merchant,  are  great.  The  mere  fact 
that  the  merchant  is  obliged  to  vary  his  limits  simply  because  of  some 
abnormal  fluctuation  in  the  contract  price,  due  wholly  to  an  arbitrary 
and  improper  method  of  conducting  future  trading,  is  in  itself  objec- 
tionable. The  great  injury  inflicted  upon  cotton  merchants  by  the 
fixed-difference  system  was  discussed  in  Part  I.  It  is  also  referred 
to  in  succeeding  chapters.  From  the  evidence  presented  in  this  chap- 
ter it  is  apparent  that  that  system  has  also  worked  to  the  serious 
disadvantage  of  the  cotton  producer. 

o  See  page  284. 
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Table  23.— COMPARISON  OF   FIRST  AND  MEAN  QUOTATIONS,  DAILY,   OF   FUTURE 
MONTH  USED  IN   TABLE   3,  NEW  YORK    MARKET,    SEPTEMBER  25,  1906,  TO   FEB- 
■  RUARY  11,  1907. 

[A  minus  margiii  indicates  that  the  mean  prioe  was  the  higher:] 


Future  prioe  of 
basis  month. 

Basis 

month 

used. 

Differ- 
ence. 

Date. 

First 
quota- 
lion. 

Mean 

for  day. 

1906-7. 

Cent9. 

Cents. 

Cent, 

Sept.  25.. 

December. 

9.08 

ft  11 

-a  03 

26.. 

do 

9.15 
a  10 
9.27 
9.28 
9.70 

ft  16 
ft  20 
ft  24 
ft  39 
ft  85 

-  .01 

27.. 

do 

-  .04 

28.. 

do 

.03 

29.. 

.....do 

-  .11 

Oct.      1.. 

.• do 

-  .15 

2.. 

do 

iao6 

ia30 

-  .24 

3.. 

do 

ia38 

ia20 

ia24 
ia29 

.14 

4.. 

do 

-  .09 

6.. 

do 

ia75 

ia84 

-  .09 

6.. 

do 

ia78 
lass 

ia62 
ia29 

.16 

8.. 

do 

.09 

9.. 

do 

ia45 
ia67 

ia53 
ia7i 

-  .08 

10.. 

do 

-  .04 

11.. 

do 

11.05 

11.03 

.02 

12.. 

do 

11.00 

ia93 

.07 

13.. 

do 

ia86 

11.30 
11.20 

ia98 

11.20 
11.06 

-  .12 

15.. 

do 

.10 

10.. 

do 

.M 

17.. 

do 

ia92 

11.00 

-  .08 

18.. 

do 

ia97 
ia85 
ia55 

10.87 

ia90 

11.01 

ia74 
*ia64 

10.95 

ia89 

-  .04 

19.. 

do.. ... 

.11 

20.. 

do 

-  .09 

22.. 

do 

-  .08 

23.. 

do 

.01 

24.. 

do 

11.00 

ia87 
ia54 
ia27 
iai4 
ia2i 

ia94 
laeo 
ia40 
ia27 
iai3 
iai5 

.06 

25.. 

do 

.18 

26.. 

do 

.14 

27.. 

do 

.00 

29.. 

do 

.01 

30.. 

do 

.06 

31.. 

do 

iai2 
iai2 

iao6 
iao8 

.06 

Nov.    1.. 

do 

.04 

2.. 

do 

laoo 

9.81 

a85 

ft94 
ft  85 
ft  78 

.06 

3.. 

do 

-  .04 

5.. 

do 

.07 

7.. 

do 

9.60 
9.G6 

ft  59 
ft79 

.01 

8.. 

do 

-  .13 

9.. 

do 

ft  91 

ft  73 

.18 

10.. 

do 

ft  40 

ft  43 

-  .03 

12.. 

January... 

ft  47 

ft  59 

-  .12 

13.. 

do 

ft65 

ft  69 

-  .04 

14.. 

do 

ft89 

ft94 

-  .05 

15.. 

do 

ft90 

iai2 

iao3 
ia2i 

-  .13 

16.. 

do 

-  .09 

17.. 

do 

ia26 
ia37 

10.29 

ia39 

-  .03 

X9.. 

.....dPF'.-- 

-  .02 

1 

Future  price  of 
basis  month. 

1 

Date. 

Basis 

month 

used. 

Differ- 
ence. 

First 

quota- 

tlon. 

Mean 
for  day. 

1      1906-7. 

CtnU. 

Genu. 

Cent. 

Nov.  20. . 

January... 

lasi 

10.22 

aoo 

21.. 

do 

iai2 
ia36 
iao6 

ia31 
ia25 

iai9 

—  .19 

22.. 

do 

.11 

1             **•" 
23.. 

do 

-  .13 

24.. 

do 

ia28 

ia34 

-  .06 

26.. 

do 

ia27 

ia40 

-  .13 

27.. 

do 

ia58 

ia48 

.10 

;              28.. 

do 

ia4o 

ia37 

.03 

30.. 

do 

ia£o 

ia52 

-  .02 

Dec.     1 do 

ia40 

ia38 

.03 

3..' do...-'. 

ia23 

iai3 

.10 

4.. 

do 

iai2 

iao8 

.04 

*       6..] do 

laos 

iao6 

-  .05 

6 do 

iai3 

iai8 

-  .05 

7 do 

iao8 
iao6 

iao4 
iao6 

.04 

8 do 

.02 

10..' do 

ft99 

iao4 

-  .05 

11 do 

laio 

ft  76 

.35 

12 do 

ft50 

ft46 

.04 

13     do 

ft62 
ft45 

ft55 
ft36 

.07 

14. .j do 

.09 

15 do 

ft41 

ft40 

.01 

17.. 

do 

ft30 

ft33 

-  .03 

'             18.. 

do 

ft87 

ft29 

.08 

19 do 

ft  16 

ft  19 

-  .08 

20.. 

March 

ft  42 

ft36 

.06 

1             21.. 

do 

ft  48 
ft44 
ft42 

ft52 
ft46 
ft37 

-  .04 

1                          ai&.  . 

26.. 

do 

-  .02 

27.. 

do 

.05 

28 

do 

ft36 

ft48 

-  .12 

29 do 

ft55 

ft  57 

-  .02 

31 do 

ft52 

ft55 

-  .03 

Jan.     2.. 

do 

ft56 

ft63 

-  .07 

3.. 

do 

ft  70 

ft72 

-  .02 

4.. 

do 

ft68 
ft  77 

ft69 
ft85 

-  .01 

5.. 

do 

-  .08 

7.. 

do 

ft97 
ft82 

ft  91 
ft81 

.06 

8.. 

do 

.01 

9.. 

do 

ft79 

ft82 

-  .03 

10.. 

do 

ft  91 

ft83 

.08 

11.. 

do 

ft  75 
ft  70 
ft  50 
ft36 
ft40 

ft  75 
ft63 
ft  41 
ftSO 
ft33 

.00 

12.. 

...  ..do.. . .  - 

.07 

14.. 

do 

.00 

1             15..' do 

-  .03 

16 do 

.07 

17 do 

ft34 

ft37 

-  .08 

18 do 

ft32 

ftSZ 

-  .06 
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Table  23.— COMPARISON  OF  FIRST  AND  MEAN  QUOTATIONS,  DAILY,  OP  FUTURE 
MONTH  USED  IN  TABLE  3,  NEW  YORK  MARKET,  SEPTEMBER  26,  1908,  TO  FEB- 
RUARY 11,  1907— Continued. 


Date. 


1908-7. 

Jan.   19. 

21. 

22. 

23. 


24.. 
25.. 
26.. 
28.. 
29.. 
30.. 


Basis 

month 

used. 


March. 

do. 

do. 

do.! 

do. , 

do. , 

do. 

do.. 

do. 

do. 


Future  price  of 
basis  month. 


First 

quota- 

uon. 


Centt. 
0.38 
9.4S 
9.42 
9.46 
9l46 
9l48 
9.43 
ft60 
a46 
9.41 


Mean 
for  day. 


Cera*, 
a43 
9l45 
9l46 
a44 
a48 
a46 
9.47 

a48 
a43 

ft29 


Differ- 
ence. 


Cent. 
-a  05 
.00 

-  .03 
.01 

-  .03 
.02 

-  .04 
.02 
.02 
.12 


Date. 


1906-7. 
Jan.  31 
Feb. 


1.. 
2 
4 
5.. 
6 
7 
8 
9. 
11. 


Basis 

month 

used. 


March.. 

do.. 

....do.. 
May.... 

do.. 

do,. 

do. . 

do. . 

....do.. 
....do.. 


Future  price  of 
basis  month. 

First 
quota- 
tion. 

Mean 
for  day. 

Cents. 

Cent^. 

9.20 

a  16 

a20 

a20 

a20 

a  16 

9.28 

a  34 

9.46 

a46 

9.42 

a46 

9l60 

a69 

a68 

aeo 

9.63 

a  61 

9l66 

a63 

Differ- 
ence. 


Cent. 
a04 
.00 
.05 

-  .06 
.00 

-  .04 
.01 

-  .02 
.03 
.02 


Table  24.— PRICES  OF  MIDDLING  COTTON  OR  BASIS  MIDDLING  AT  VARIOUS  INTERIOR 
POINTS  DURING  ACTIVE  BUYING  PORTION  OF  SEASONS  1906-7,  1907-8.  AND  1908-9. 


Date. 


1906-7. 
September  4.. 
September  5. 
September  6. 
September  7., 
Septembers.. 
September  10 
September  11 
September  12 
September  13 
September  14 
September  15 
Septembers 
September  18 
September  19 
September  20 
September  21 
September  22 
September  24 
September  25 
September  26 
September  27 
September  28 
September  29 

October  1 

October  2 


o 


OS 
ao 

O 

.Si 


Cent*. 


Cents. 
8.38 
8.50 


< 


8.50 
8.45 
8.50 
8.50 


8.88 
8.88 
a  75 
a  00 
&88 
8.88 

a  00 

8.88 
8.88 
8.69 
8.69 


a  00 
a  25 
9.50 


Cents. 
8.75 
8.60 
8.88 


a  00 


8.94 
a  00 


a  00 
a  00 


8.81 
8.75 


1^ 


s 


CenU. 


9.06 


a  06 


a  06 


Cents. 
8.75 
8.75 
8.88 
a  00 
8.94 


a  13 

a  13 


a  13 
a  13 


a94 


a  00 


8.94 

a  00 
a  06 
a  00 
a  00 
a  06 
a  13 
a  00 

8.88 

a  06 

8.81 
8.75 
8.75 
8.81 
8.88 
8.88 

a  13 
a  50 

10.00 


u 

.25 


Cents. 
8.63 
8.63 


8.50 
8.63 
8.63 
8.63 
8.60 
8.69 
8.66 
8.69 
8.81 
8.81 
8.81 


8.76 
8.56 
8.75 


GO 

« 

e 

o 


Cents. 


.a 

bO 

9 

Q 


Cenu. 


S 


Cents. 


8.75 


8.69 
8.60 
8.75 
a  75 
8.63 
8.75 


10 

S 


o 
u 

Cents. 


QQ 

OQ 


S 


L 


|QQ 


n 


Cents.  Cents. 


8.88 

a  00 
a  38 

9.88 


8.88 
8.75 
8.88 
8.88 
8.81 
8.63 
8.75 
8.88 
&94 
8.88 
a  00 
a  38 

ass 


8.76 
8.75 
8.88 
8.81 
8.88 
8.88 
8.88 
8.63 
8.60 
8.88 
8.88 
9.00 
0.00 
a  50 

ass 


a  56  I  la  13 

a  Records  for  September  and  October,  1906  and  1907,  missing, 
b  Two  sets  of  prices  were  obtained  for  this  market. 

1008^-09 10 


8.38 


8.88 

8.38 

8.76 
8.88 

8.50 

8.88 

8.56 

a  00 

8.63 

8.94 

8.63 

8.88 

8.60 

a  00 

8.65 

a  00 

8.65 

a  00 

8.63 

8.88 

8.65 

8. 88 

8.63 

a  00 

8.60 

8.55 

8.88 

8.63 

8.81 

8.69 

8.88 

a  00 

a  13 

a  75 

9.69 

8.60 


8.50 


8.50 


a  00 

8.75 

8.94 

8.63 

a  00 

8.63 

a  00 

8.63 

0.06 

8.63 

a  00 

a  06 

a  00 

a  13 

a  13 

a  19 

a  13 

a  19 

a  13 

a  13 

a  06 

a  13 

a  19 

9.13 

a  25 

a  13 

a  50 

a  44 

10.00 

iai3 

10.00 
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Table  24.— PRICES  OF  MIDDLING  COTTON  OR  BASIS  MIDDLING  AT  VARIOUS  INTERIOR 
POINTS  DURING  ACTIVE  BUYING  PORTION  OF  SEASONS  1906-7,  1907-8,  AND  190&-9- 
Contlnued. 


Date. 


November  10. . . 
November  12. . . 
November  13. . . 
November  14... 
November  15. . . 
November  16... 
November  17. . . 
November  19 
November  20 

November  21 

November  22.... 
November  2:i.... 

November  24 

November  26. 
November  27. 
November  28 


190G-7 
October  3 
October  4 
October  5 
October  6 
Octobers 
October  9 
October  10 
October  11 
October  12 
October  13 
October  15 
October  16 
October  17 
October  18 
October  19 
October  20 
October  22 
October '23 
October  24 
October  25 
October  26 
October  27 
October  29 
October  30 
October  31 
November  1 
November  2 
November  3 
November  5 
November  6 

Novem])er7 9.19 

Noveml)er8 9.38 

November  9 


ia25 

10.00 

ia56 

laoo 

ia25 

laoo 

la  £0   10.  CO 
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Table 24.— PRICES  OF  MIDDLING  COTTON  OR  BASIS  MIDDLING  AT  VARIOUS  INTERIOR 
POINTS  DURING  ACTIVE  BUYING  PORTION  OF  SEASONS  190ft-7,  1907-8,  AND  1908-9— 
Continued. 


Date. 

1 

So 

Ctnts. 

I 

Tuscaloosa, 
Ala. 

< 

Montgomery, 

®     . 

< 

Cents. 

Greenville, 
Ga. 

.4 
M 
S 
o    , 

oO 
Cents. 

Cents. 
10.88 
ia75 

ia75 

O 

o 

Sumter,  S.  C. 

Bennettsville, 
S.C. 

190fr-7. 
November  29. . . . 

Cents. 

laoo 
laoo 
laoo 
laoo 
laoo 
laoo 
laoo 
laoo 
laoo 
laoo 
iao6 

&63 

Cents. 

1 
1 

Cents. 

1 

CenU. 

lasi 
lasi 
iai9 
ia25 
iai3 
laoo 

10.00 

laoo 

iao6 

iao6 

a94 

ass 
ass 
ass 

a25 

Cents. 

Cents. 

Cents.' CenU, 

November  30 

1 

laos 
ia£o 
iai9 
lais 
iai9 
lasi 

ia6S 

ia76 

ia25 

iao6 
laoo 
a94 
ass 
ass 
a  81 
ass 
laoo 
a  75 
aso 
aso 
a  25 
ass 

ia25 

ia63 

December  1 

laso 
ia25 
laoo 

.......  1 

1 

a75 

ia3i 
iao6 

10.00 

December  3 

ia25 
ias8 
lass 
iai3 

December  4 

December  5 

lass 
lass 
ia2s 
ia25 

....... 

laoo 
iai3 

December  6 

iai9 
iai9 

10.15 
10.19 

ia25 

December  7 

....... 

laoo 

iao6 
laoo 
iai3 

Decembers 

laoo 

December  10 

lais 

December  11 

December  12 

Deceml>er  13 

9.63 

....... 

a63 
a  63 

aso 
a  50 
ass 
a38 

a63 
a  75 

a  63 
a  75 
ass 

aos 
ass 
a8s 

laoo 

December  14 

December  15. . . . 

9l50 
9.60 

9l63 
9.81 
9l88 

a25 
a25 

a88 
aso 

December  17 

a75 
aoo 

9.69 

a  75 

aso 

Deoem1)er  18. . . . 

ass 

December  19 

9.40 
9.50 
9.60 

a  88 

December  20 

9.63 
9.63 

a  13 
a25 
a  00 
a  56 
a  50 

aso 
a  63 
as6 

a63 

a  13 

December  21 

ft25    

a  75 
a  75 

December  26 

December  28 

9.63 

a5o 
a  50 
a  75 
a  81 

a  81 

Decern  l)er  31 

9.65 
a90 
9.90 
9.95 
ia06 

ia2o 
ia2o 

- 

) 


January  2 

9.75 
9.75 
9.75 
9.88 

iai3 

a25 

ass 

as8 

laoo 
laoo 

laoo 

a  94 

a  94 

iao6 

a  63 
a  63 

9.81 

lam 

January  4 

January  5 

aso 

a94 
iai3 
lass 

laoo 

laoo  ' 

9.88    

January  7 

....... 

1  . 

1 

1 

a  94 

ass 
iai3 
ia25 
lais 

'  laas 

la  00    la  25 

Januarys 

January  9 

ia44 

ia69 
ia69 
lase 
ia44 
ia44 

ass 
iao6 

iao6 
ia25 

ia25 

lass 
lasi 
ia38 
ia25 
ass 
iai3 

January  10 

iai3 
iai3 

ia38 

ia5o 
laso 

ia25 

January  11 

9.50 

a94 

January  12 , 

;  laoo 

9.63 

ia38 

lais 

Jmitiftry  14 . 

9.88    

9.88    

ass  

1 

a  75 
a  88 
laoo 
laoo 
laoo 
laoo 

laoo 

lais 
iai9 
iai9 
iai9 
iai9 
lass 

laia 

iai9 

a75 

laoo 

January  10. .    .    . 

laoo 

9.90 
9.88 
9.90 
9.90 

laoo 

.  10. 13 

laoo 

iai3 

January  21 

January  22 

iai9 

ass 

January  24 

iao6 
iai3 

ia25 
iai3 

ia25 

lass 

laoo 

January  25 

January  26 

laoo 
laoo 

....... 

1 

1 

laoo 

a5o 

laoo 

laoo 

a  75 

a  75 

9.88 
10.13 
10.13 
10.13 
ia25 

ia25 

'  ia25 

laoo 

January  28 

lass 
lass 
ia25 
lasi 

January  30 

February  1 

iai9 

a94 

1 

ia25 
ia26 

February2 

February  4 

Februarys 

February  6 

9.88 
10.00 
10.00 

1 

laoo 

! 

lais 

10.13 

ia25 

lasi 
ia3s 
ia63 

laso 
laso 

10.63 

ia3i 

9.88 

February  7 

10.44 
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Date. 


go 


00 

M 

o 
o 


°5 

< 


09 
> 

a 
a> 

O 


1906-7.         I  CenU.    Cents.  I  CenU. 

Februarys i  10.35 

February  9 10.38 

February  12 1 ' •  10.00 

February  13. 


a 

o 


OS     .. 


Cents. 


Cents. '  Cents.    Cents. 


10.63 
10.06 
10.13 


Cents. .  Cents. 
10.44     10.00 


GO 


CQ 


aoQ 


Onto.  Om<«. 
10.25 


10.00 


10.00 


February  14... 
February  15. . . 

February  16 10.00 

February  19... 
February  21... 
February  22... 
February26. . . 
February  26... 
February  27... 
February  28... 

1907-8. 
Septembers... 
September  6... 
September  7... 
September9... 
September  10.. 
September  11.. 
September  12.. 
Septembers. . 
September  14.. 
September  16.. 
September  17.. 
September  18.. 
September  19.. 
September20.. 
September2l.. 
September  23.. 
September  24.. 
September25.. 
September26.. 
September27.. 
September28.. 
September30.. 

October  1 

October  2 

Octobers 

October  4 

Octobers 

October  7 

Octobers 

October  9 

October  10 

October  11 

October  12 

October  14 


10.13 


9.75 


I 


10.38 


9.88 
9.88 


10.00 


9.88 
10.00 
10.13 
10.25 


10.50 


10.50 


12.00 
11.63 
11.13 


12.88 


13.50 
13.00 


10.38 
10.38 
10.50 
10.63 
10.69 
10.63 


I 


13.38 
13.19 
13.13 
12.63 


12.00 
11.75 


12.63 

12.38 

12. 13  I  12. 00 

11.38   11.75 

11.13 


11.13 
11.00 


11.25 
10.88 
10.94 


11.50 
11.56 
11.63 
11.63 


11.13 
11.19 
11.25 
11.56 
11.38 


12.38 
12.25 

11.88 
11.88 


11.00 

11.13 
11.19 


11.00 


11.13 


10.88 


11.00 


10.88 
10.88 


11.13 


10.88 
10.88 
11.00 


11.31 
11.31 
11.31 
11.31 
11.38 
11.38 
11.38 
11.13 
11.19 
11.31 


11.13 


11.25 
11.31 


11.00 
10.88 
11.13 
11.25 


11.50 
11.44 
11.38 
11.25 
11.31 
11.25 
11.38 


11.19 
11. 13 
11.25 
11.25 
11.25 
11.25 
11.19 
11.13 
11.19 


10.69 
11. 13 
11.19 


10.38 
10.50 


12.38 
12.25 
12.00 
11.88 
11.50 
11.13 
11.00 
11.13 
11.19 
11.38 
11.38 
11.13 
11.00 
11.00 
11.00 
11.00 
11.13 
11.13 


10.88 
11.00 
11.13 
11.13 
11.25 
11.25 
11.00 
10.94 


10.50 

10.63    '  10.06 

I  10.44 '  10.00 

10.50     10.44     10.00 

10.38   

10.31 


10. 25 

10.44  I 

10. 50     10. 19 
10.50   


9.88 
10.00 


10.00 


10.75 
10.76 
10.63 


12.38 
12.25 
12.00 
11.88 

n.75 

11.13 
11.00 
11.13 
11.19 
11.31 
11.25 
11.00 
11.00 
11.00 
11.00 
11.00 
11.13 
11.25 
11.13 
10.88 
10.88 
10.94 
11.13 
11.13 
11.19 
11.19 
10.88 
10.88 


laoo 


I 


10.44 


13.00 


10.13 


12.50 


12.13 
11.88 


11.13 
11.25 
11.19 
11.31 
11.38 
11.00 
11.00 
11.13 
11.00 
11.00 
11.13 


11.69 
11.25 


13.06 
13.19 
13.19 
12.88 
12.50 


12.13 
12.06 

11.88 


10.38 

laea 

13.00 
13.00 
13.25 

12.50 
12.50 
12.38 
12.38 


11.38 

11.25     11.31 

11.25    

11.19 
11.13 


11.50 


11.00 

10.88 

11.13 

11.00 

11.25 

11.00 

ia94     11.38 

11.00 

10.80 

....... 

10.94 


11.00  I  11.13 


11.13 
11.00 
11.00 
11.13 
11.13 
11.19 
11.06 
11.13 


I 


11.50 
11.50 


11.00 
10.94 
11.06 


11.00 
10.81 
10.75 
10.88 
10.94 
11.06 
11.00 
11.06 
10.94 
10.88 
10.81 
U.00 


11.25 
11.25 
11.38 
11.50 


11.25 
11.38 
11.50 
11.56 
11.38 
11.00 
11.00 
11.00 
11.13 
11.00 
11.25 
11.25 
11.25 


11.13 
11.13 
11.13 


11.13 

11.38 

1 

11.13 

11.13 

1L13 

11.00 

11.00 
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Continued. 


Date. 

Wynnewood, 
Okla. 

es 

CO 

O 
OflS 

1 

Cents. 
ia88 
ia88 

< 

es 

Montgomery, 

«     . 

flS    > 

< 
Cents. 

n.oo 

• 

o 

e 

o 

CenU. 
11.00 

MoDonough, 
Oa. 

o 

Cents. 
ia94 
ia94 
ia94 

11.06 
ia88 

ia88 
ia63 
laso 
ia26 
iai3 

9.88 
10.00 

Columbus, 
Miss. 

• 
■ 

ca 

i 
1 

BennettsviUe, 
S.C. 

1907-8. 
October  15 

Ctnti. 

Cents. 

CenU. 
1L13 
1L2S 
11.31 
1L31 
1L25 
11.00 
ia75 

laso 
laso 

Cents. 
11.13 
11.13 
11.13 

Cents. 
U.13 

n.oo 
n.oo 

U.00 
ILOO 

ia88 

10.  7.S 

Cents. 
ia85 
ia88 

ia94 
ia94 
ia88 
ia75 
ia63 
ia38 
ia3i 
iao6 
iao6 

9.94 

Cents. 
11.13 
11.26 
11.38 

Cents, 
ILOO 

October  16 

Cctoberl7 

11.13 

October  18 

ia88 

11.00 

....... 

11.13 

n.oo 

11.26   

October  19 

.  . 

ILOO 
ia76 

11.00 

11.13  '  11.00 

October  21 

11.00 

October  22 i 

10.76 

10.76 

October  23 ' 

ia38 
ia38 

laso 

10.50 

, 

October  24 

10.38 

ia26 

ia25 
laoo 

9.88 

10.38  .  10.26 

October  25 

10.13 

10.13 

October  26 

•       *  * 

iai9 
iai3 

9.76' 

10.13 

iai3 
laoo 

10.13   

October  28 

laoo 

10.13 

laoo 

laoo 
laoo 
ia26 
ia26 
iai3 
ia38 
ia63 
ia25 
ia69 
ia56 
iai3 

10.13 

October  29 

9. 75      9. 88 
9.88   

la  00  { la  00 
ia25    ia25 
ia3i  1  ia25 
la  50  ,  la  19 

October  30 

9. 88 

October  31 

laoo 
laoo 
iai3 
laoo 
iai3 
iao6 
laoo 
laoo 

iai3 
ia25 

iai3 
laoo 
ia25 

10.13 

10.13 

November  1 

November  2 

iao6 

laoo 
ia25 

iai3 

ia26 

November  4 

ia3i 
ia25 
iai9 
iai9 
laoo 
iao6 
la  13 
laoo 
laoo 
iai3 

9.88 

iai9 

November  6 

laso 
ia5o 
ia3i 
ia3i 

laas 

November  6 

November  7 

November  8 

iai3 

ia44 
ia3i 
ia25 

iai3 

laso 
ia25 

iao6 

ia38 
ia38 
ia25 
ia25 
ia38 
ia25 



ia50 
laas 

November  9 

la  25    la  19 

ia38  

la  25    la  :o 
la  25    la  25 
ia38  '  ia25 
la  31    la  31 

laoo 

November  11 

November  12 

ia38 
ia25 
iai3 
ia25 
iao6 
laoo 
iai3 
iao6 

9.88 
9.88 

laoo 

la  19    la  25 

ia25 
ia25 
laoo 

- 

ia50 

iai3 
iai3 

November  13 

a88 

1  ia25 

ia63 

November  14 

November  15 

ia25 
laoo 

ia25 
iai3 

la  38     10. 13 

laoo    10.00 

November  16 

iai3 
ia3i 
ia3i 
ia38 

a88 

9.88 

November  18 

laio 
laoo 
iai3 
ia40 
ia25 
ia40 
ia4o 
laeo 
ia63 
ia94 
ia94 

11.00 
11.00 
11.20 
11.20 
11.31 
11. 31 

ia25 

.1 

November  19 

Novemt)er  20 

laio 
ia.% 

1  iai3 

1 

iai3 
iai9 
ia3i 
ia50 
ia50 
ia63 
lase 
ia63 
ia75 

11.06 

ia25 
ia38 

ia63 

*   *            •  • 

iai9 

iai9 

November  21 

November  22 

November  23 

ia25 

ia25 
ia38 
ia38 
ia50 
ia88 
ia88 
ia88 
lass 

11.00 
11.13 
11.25 
11.25 

ia25 



ia38 

la  LQ 

la  69  1  la  £0 
la  56    la  63 
la  63    la  £0 
la  63  '  la  56 
la  75    la  56 
la  88    la  69 

11. 0()     ia75 
11.19  '  11.00 
11.19     11.00 

la  38    la  25 

ia;» 

ia5o 

iai3 

laso 
ia63 

ia26 
lasi 

November  25 

ia£0 
ia63 
ia63 
ia88 

11.00 

ia25 
ia25 
lasi 

ia69 
ia69 
ia69 
ia88 
laoo 

11.06 
1L13 

ia63 
ia8i 
ia88 
ia75 
n.25 

11.00 
11.13 
11.31 
11.38 
11.60 
11.50 

ia3s 

November  26 

Novenil)er27 

November  29 

November  30 

ia5o 

laeii 

ia88 

1 

ia38 
ia63 
ia76 
laoo 

Deceml>er2 

December  3 

ia88 

11.00 
11.25 

ia88  ,  11.06 
11. 13     11. 06 

ia76 
ia88 

December  4 

Decembers 

ia2.5 

11.38  j  11.50 
11.38     11.25 
11. 50     11. 31 
11.50     11.31 
11.50     11- .11 



11.25 

11.06 
11.19 
11.31 

1L25 
1L13 

December  6 

December  7 

December  9 

'  11.25 

11. 25     11.  31 
.    11.2.'i 

11.25 
11.38 
11.25 
ia88 

1L38 
1L38 

December  10 

ia63 
ia75 

1 

11. 13 
11. 13  i 

ias8 
ia75 

11.06  1 

ia88 
ia75 

ia88 
ILOO 

DeOMnber  11 

11.00  , 

n.00 

ia75  1 

ia75 

ia76 
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Date. 


1907-8. 

December  12 

December  13 

December  14 

December  16 

December  17 

December  18 

Decem1)erl9 

December  20 

December  21 

December  23 

December  24 

December  30 

December  31 

January  3 

January  4 

January  6 

January  7 

January  8 

January  0 

January  10 

January  11 

January  13 

January  14 

January  15 

January  16 

January  17 

January  18 

January  20 

January  21 

January  22 

January  23 

January  25 

January  27 

January  28 

January  29 

January  30 

January  31 

February  1 

February3 

Fe'bruary4 

Februarys 

February  6 

February  7 

February  8 

February  10 

February  11 

February  13 

February  14 

February  15 


1 


u 


^ 


Cenu. 
11.20 
11.13 
11.00 
lasi 
ia75 
ia88 
ia63 
ia75 
lass 
ia56 


10.75 

lasi 

10.81 
11.00 


11.00 
11.06 
11.13 
11.19 
11.38 
11.56 
11.56 
11.44 


11.50 
11.31 
11.13 


11.25 


11.00 
11.06 
11.00 


11.06 
ia75 


eS 

O 


Cent*. 


11.25 


11.00 
11.00 
ia88 

ia88 
ia75 
ia75 
ia63 


ia75 

10.63 

ia75 


lass 


11.45 
11.45 
11.38 
11.63 
11.63 
11.63 


Cents 


11.13 


ia76 


^ 

& 


g 


Cents. 
11.50 
11.38 
11.38 
11.13 
ia88 
ia88 
ia69 


lass 

10.63 

ia63 


10.88 


10.88 


ia75 


11.50 
11.50 


11.50 


11. 75  i  11. 50 
11.06 


11.25 


11.38 


11.25 


11.38 


11.00 


11.06 


1L13 


ia88 
10.88 
11.00 
11.00 
11.00 
11.19 
11.06 
11.19 
11.31 
11.38 
11. 63 
11. 8S 
11.88 
11.75 
11.88 
11.75 
11.81 
11.50 


11.50 
11.50 
11.63 
11.56 
11.. 50 
11.50 
11.50 
11.50 
11.38 
11.50 
11.50 
11.50 
11.50 
11.38 
11.38 
11.19 
11.19 


Cents. 
11.31 


CenU. 


11.13 
ia75 

lass 
ia75 
ia75 
lasi 
ia50 
ia5o 
ia75 

11.00 
11.00 
11.06 
11.13 


11.13 
11.13 


11.38 
11.50 
12.00 
12.00 
11.75 
12.00 
11.75 


11.63 


U.50 
11.25 
11.50 


11.50 


11.56 


11.50 
11.38 
11.25 
n.l3 


9.88 

ia88 


11.00 
11.00 
11.06 


11.13 
11.25 
11.25 
11.31 
11.75 
12.00 
12.06 
12.00 
11.75 


11.75 


11.63 
11.63 
11.63 
11.60 


11.38 


11.50 
11.50 
11.50 
11.25 


« 

e 
o 


CenU. 
11.00 
11.13 
ia88 
10.75 
ia63 

lass 


to 

s 

o 


Cetus. 
11.06 
11.25 


ia63 
ia63 


11.00 


11.00 

ia88 

11.13 
11.13 
11.13 
11.25 


lass 
ia63 
ia88 


ia63 
ia63 


ia63 


11.00 
11.00 

ia88 

11.00 
11.00 
11.19 


11.25 
11.31 
11.25 
11.50 
11.75 
12.00 
12.13 
12.00 


11.75 
11.63 
11.69 
11.69 
11.63 
11.75 
11.75 
11.50 
11.50 
11.50 
11.50 
1L50 
11.50 
11.50 
11.56 


11.50 


OB 

O 


S 


Cents. 
11.13 
11.19 


11.13 
ia94 


ia75 


lasi 


ia94 


lasi 
ia94 

10.94 

ia94 

11.06 

ia94 

11.06 


11.25 


11.60 
11.19 
11.60 
11.60 
11.60 
11.69 
11.60 
11.69 
11.69 
11.44 
11.56 
11.44 
11.44 
11.44 
11.60 
n.44 
11.44 
11.44 
n.44 
11.44 


s 

B. 
o, 

o 
o 


11.38 
11.44 
11.26 


CetUs. 
11.00 
11.00 
ia94 

ia75 
ia76 
ia69 
ia63 
ia63 
ia63 
ia56 
ia5o 

11.00 


ia8i 


ia75 
ia88 

11.00 
11.00 


11.06 
11.06 
11.31 
11.50 
11.09 
11.63 

n.8i 

11.63 
11.63 
1L63 


11.38 
11.38 
11.38 
11.38 


11.31 


n.31 
11.38 


11.44 


CO 

i 

a 

OQ 


Genu. 
11.38 
11.25 
11.25 
11.00 


U.0O 


ia88 

ia8i 
lasi 


I, 


Sod 


Cents. 
n.l3 
11.19 
1L13 
U.13 


ia75 
ia75 

ia75 


11.00 
11.13 

ia88 
ia94 


11.00 
11.00 
11.13 
11.00 


11.13 
11.25 
11.50 
11.75 
1L75 
11.75 
12.00 
U.63 
U.75 
11.63 
1L63 
11.50 

n.i3 

1L50 
1L50 
1L38 


U.25 
1L60 


11.50 
11.38 


11.44 
11.38 


U.06 


ia75 


ia75 
11.00 


11.00 


1L75 
11.75 
1L75 
11.75 
11.50 


1L50 


11.38 


1L25 


11.50 


11.38 


11.13 
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Date. 

1 

|o 

Cents. 

n 

o 

s 

CeiUs. 

< 

1 
Montgomery,   i 

• 

SI 

< 

CenU. 
U.OO 
11.25 
U.25 
11.13 

Greenville, 
Ga. 

McDonough, 
Ga. 

Macon,  Ga. 

Ik. 
M 

a 

o 
Cents. 

• 
■ 

GQ 

i 

00 

CenU. 

10.81 

1M9 

So 

1907-8. 
February  17 

Cents. 

Cents. 
1L19 
11.25 
U.13 
H.13 
1L13 
11.13 
11.13 
U.25 
1L25 
11.06 
11.06 
1L19 
11.19 
1L25 
11.25 
11.19 
1L19 
11.13 
11.06 
11.06 

Cents. 
11.38 
U.31 

n.38 

CeiUs. 

CenU. 
11.13 
11.38 
11.38 
11.25 
U.38 
11.25 
U.13 
11.00 
11.25 
11.25 

CenU. 

CenU. 

February  18 

February  19 

ia75 

U.OO 

11.06 

11.13 

11.00 

February  20 

February  21 

n.oo 

U.25 

11.00 
1L13 
11.13 
U.25 
U.25 
U.25 
11.26 
11.13 

11.06 
11.06 
10.94 
10.94 
10.94 
10.88 
10.88 

U.19 
U.13 
11.06 
10.81 

U.13 

11.00 

February  24 

11.25 

11.00 

11.13 

February  25 

February  26 

10.63 

11.13 
1L13 
11.26 
11.19 
11.25 
U.25 
U.13 

11.00 
11.00 
U.  13 
11.13 
11.00 
10.75 

U.OO 
1L13 
U.13 

February  27 

n.i3 

ia75 
10.76 

10.81 
la  63 

February  28 

ia68 

February  29 

March  2 

10.60 
10.75 
10.63 

U.13 

11.25 
11.38 
1L38 
U.25 
11.13 
11.13 
1L25 
11.13 
11.13 
ILOO 
10.63 
10.63 
10.50 
10.63 
10.44 

11.25 
U.13 

U.19 
U.OO 
10.75 
10.88 

March  3 

11.19 
11.31 
U.19 
11.00 
U.OO 

March  4 

1L13 
1L25 

11.00 

March  6 

March  6 

10.50 
10.63 

March7 

11.19 

10.88 

March  9 

U.OO 

March  10 

10.75 
10.63 

March  11 

10.75 

}tf^r^h^'^ 

10.88 
10.75 

10.81 
10.50 

March  13 

10.75 
10.76 
10.75 
10.56 
10.50 
10.44 
10.25 

10.13 
10.13 
10.00 
10.06 
10.06 

iai9 

March  14 

. 

10.63 
ia63 

March  16 

10.19 

Marchl7 

10.38 

10.50 

10.38 

10.44 
10.25 

IffAT^hlft 

10.25 

10.13 
10.00 

10.25 

March  19 

10.38 
10.25 
10.25 

March  20 

10.38 

9.75 

10.25 
10.13 
9.88 
10.06 
10.00 
10.00 
10.13 
10.13 

10.25 
10.13 

9.88 
9.81 
9.81 

March  21 

10.63 


March  25 

9.94 

March26 - 

10.19 

10.13 
10.13 
10.06 
10.13 
10.25 

8.63 

8.50 
8.50 
8.50 
8.63 
8.63 
a  75 
a69 
8.75 
8.75 
8.76 

March  27 

March  28 

10.76 

....... 

....... 

10.13 
10.13 

9.81 

laoo 

March  30 

10.13 

March  31 

1906-9. 
September  1 . . . . 

8.76 
8.75 
8.70 
8.76 

8.50 
8.50 
8.60 
&63 
8.63 
8.63 
8.69 
8.75 
&69 
8.63 

September  2. ... 

8.44 
8.50 

8.76 
8.75 
a  76 
8.75 
8.60 
8.81 
&88 
8.81 
&81 
8.69 
8.81 

8.38 
8.63 
8.63 
8.63 
8.63 

8.63 

8.63 
8.63 

September  3. . . . 

8.75 

September  4 

8.63 

8.63 

September  5 

8.88 
&88 
8.75 
8.76 
8.63 
8.76 

8.56 
8.75 

8.50 

September  8 

8.75 
8.81 
8.81 
8.88 
8.88 
8.76 
8.76 

8.60 

8.81 
&94 

8.63 

September  9 

8.75 

September  10... 
September  11 . . . 

8.69 

8.75 
8.75 
8.09 
8.75 
8.75 

8.75 

8.88 
a  75 
8.94 
8.94 

8.75 

September  12... 
September  14... 

8.63 

8.63 

8^temberl5... 

8.75 

8.75 
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Table  24.  -PRICES  OF  MIDDLING  COTTON  OR  BASIS  MIDDLING  AT  VARIOUS  INTERIOR 
POINTS  DURING  ACTIVE  BUYING  PORTION  OF  SEASONS  1906-7,  1907-8,  AND  1908-9- 
Gontlnued. 


Date. 

Cent*. 

en 

O 

r 

H 

CenU. 
8.88 
8.88 
8.88 
8.88 
8.76 
8.75 
8|75 
8.75 
8.75 
8.75 
8.75 
8.80 
8.50 
8.50 
8.50 
8.44 
8.13 
8.25 
8.44 
8.50 
8.31 
8.38 
8.44 
8.44 

Geneva,  Ala. 

Montgomery, 

Alexander 
City,  Ala. 

Greenville, 
Ga. 

McDonough, 
Ga. 

• 

9 

H 

9S 

O 

CenU. 
8.75 
8.81 
8.88 
8.88 

■ 
• 

CG 

i 

CO 

CenU. 
9.00 
9.00 
8.88 
8.88 

So 

Sec 

d 

9 

1908-«. 
Sentember  16 . . . 

CenU. 
8.75 

8.94 

8.94 

8.69 
8.56 

8.50 

CenU. 
8.94 
9.06 
9.00 
9.00 
8.94 
8.81 
8.94 
8.94 
&94 
8.88 
8.94 
8.88 
8.75 
8.69 
8.63 
8.56 
8.44 
8.44 
8.50 
8.44 
8.44 
8.44 
8.50 
8.56 
8.50 
8.63 
8.63 
8.63 
8.56 
8.63 
8.63 
8.81 
8.75 
8.69 
8.75 
8.81 
8.81 
8.75 
8.69 
8.75 
8.75 

CenU. 

8.81 
8.88 
8.88 
9.00 

8.88 
8.88 
8.88 
8.88 
8.88 
8.88 
8.88 
8.75 
8.63 
8.66 
8.50 
&44 
8.44 
8.50 
8.50 

8.60 
8.66 
8.56 
8.50 

CenU. 

CeiOs. 

1 

CenU. 
8.63 
8.88 
8.88 
8.75 
8.63 

CenU. 

9.00 
8.94 
a88 
a  75 
8.69 
8.75 

....... 

8.56 

CenU. 
8.75 

September  17... 
September  18... 
September  19. . . 
September  21 . . . 

8.81 
9.00 
8.81 

1 
1 

9.00 

8.88 
a88 
8.63 
8.63 
8.63 
8.76 
8.63 

8.88 
8.75 
8.63 

8w88 
8.75 

Sentember  22 . . . 

8.81 
8.81 
8.75 
8.75 
8.85 
8.75 
8.69 
8.60 
&60 
8.56 
8.38 
8.38 
8.44 
8.38 
8.38 
8.44 
8.50 
8.50 
8.50 
8.50 
8.60 
8.60 
8.52 
8.50 
8.50 
&60 
8.65 
8.56 
8.56 
8.60 
8.63 
8.60 
8.63 
8.65 
8.69 
8.69 
8.66 
8.63 
8.63 
8.63 
8.69 
8.66 
&63 

8.75 
8.88 
8.94 
8.69 
8.63 

8.75 
8.69 
8.69 
8.63 
8.50 
8.44 
8.56 
8.50 
8.44 
8.38 
&63 
8.56 
8.50 
8.63 
8.69 
8.50 
8.60 
8.44 
8.63 
8.69 
8.69 
8.69 
8.63 
8.69 
8.75 

September  23. . . 

8.75 

8.63 
8.75 
8.63 
8.75 
8.75 
&69 
8.69 

8.75 

September  24 . . . 

September  25... 

8.75 

September  26. .. 

, , 

September  28 

8.75 
8.63 
8.69 

8.63' 
8,76 

8.69 

September  29... 
September  30... 
October  1 

8.69 
8.50 
8.45 
8.50 
8.38 
8.19 
8.25 

8.75 
8.63 
8.66 

October2 

Octobcr3 

8.  SO 

8.44 

8.50 
8.50 
8.38 

8.50 

8.63 
a53 

Oc  to  tier  5 

October  6 

8.50 

8.63 

October? 

8.31 
8.44 

8.38 
8.31 
8.38 

8.38 
8.44 
8.50 

8.63 

8.44 

October  8 

8.38 

October  9 ... 

Octo]n>rlC 

8.25 
8.31 
8.50 
8.38 
8.50 
8.50 
8.50 
8.63 

8.38 

Octol)crl2 

October  13 

8.38 

8.50 
8.44 
8.50 
8.50 
8.50 
8.63 
8.50 
8.38 

8.56 

8.50 
8.63 

8.50 

a60 
8.60 

Octolx»rl4 

8.56 
8.56 
8.50 

8.63 
8.63 

8.69 

October  15 

8.50 
8.50 
8.63 
8.50 

8.60 

&50 

OctoT)er  16 

October  17 

October  19 

8.63 
8.69 
8.50 
8.56 
8.63 
8.09 
8.75 
8.69 
8.56 
8.75 
8.63 

8.50 
8.63 

8.38 
8.50 
8.56 
8.63 
8.50 
8.44 

&C0 
8.50 
8.50 

Octolx»r20 

8.44 
8.50 
8.56 
8.75 
&63 
8.50 
8.63 

8.63 

....... 

8.63 

8.75 

8.75 

8.75 
8.75 
8.75 

October  21 

8.50 
8.44 
8.63 
8.03 
8.63 
8.63 
8.63 
8.63 
8.63 
8.76 
8.69 
8.65 
8.65 

8.56 
8.63 

8.50 
8.38 
8.50 

&50 

October  22 

October  23 

October  24 

8.63 
8.56 

8.50 
8.63 

Octol>er26 

October  27 

October  28 

•■"■""" 

8.50 
8.53 

8.50 
8.63 

Octoljer29 

8.63 
8.63 
8.75 

October  30 

October  31 

November  2 

8.40 
8.50 
8. 03 

8.63 
8.63 
8.69 

8.63 

8.63 
8.75 

8.76 
8.63 
8.88 

8.69 
8.69 
8.69 

8.88 

8.50 

8.38 
8.69 

November  3 

8.63 

November  4 

8.69 
8.69 
8.75 
8.69 
8.75 
8.88 
8.69 

8.69 
8.50 
8.63 
8.56 
8.69 
8.69 
8.69 

8.66 

November  5 

8.50 

November  6 

8.50 
8.45 

8.63 
&56 
8.76 

8.50 
1 

8.69 
a  75 
8.69 
8.75 
8.76 

8.56 

Novem])er  7 

8.56 

8.50 

Noveml>er  9 

8.63 
8.76 
8.63 

8.63 

8.75 

November  10 

November  11.... 

8.44 
8.50 

8.63 
8.68 

EFFECT  ON   PRICES  PAID  PRODUCERS. 
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Table  24.~PRICE8  OF  MIDDLING  COTTON  OR  BASIS  MIDDLING  AT  VARIOUS  INTERIOR 
POINTS  DURING  ACTIVE  BUYING  PORTION  OF  SEASONS  1906-7,  1907-8,  AND  1908-0— 
Contlnaed. 


Date. 


1906-0. 

November  12 

November  13 

November  14 

November  16 

November  17 

November  18 

November  19.... 

November  20 

November  21 

November  23 

November  24 

November  25 

November  27 

November  28 

November  30 

December  1 

December  2 

Decembers 

December  4 

Decembers 

December  7 

Decembers 

DecemberO 

December  10 

December  11 

December  12 

December  14 

December  15 

December  16 

December  17 

December  18 

December  19 

December  21 

December  22 

December  23 

December  24 

December  28 

December  29 

December  30 

December  31 

January  2 

January  4 

Januarys 

January  6 

January  7 

Januarys 

JanuaryO 

January  11 

January  12 


9 


Centt. 


8.56 


8.63 
8.63 
8.56 
8.65 


&56 


8.44 
8.40 


8.50 


00 
aa 

O 


Cmts. 
8.63 
8.63 
8.63 
8.63 
8.63 
8.69 
8.69 
8.63 
8.75 
8.81 
8.60 
8.69 
8.63 
8.63 
8. 56 
8.50 


8.44 


8.25 
8.50 
8.25 
8.25 
8.38 
8.25 


8.19 
8.19 
8.31 


8.20 
8.25 


8.38 
8.44 
8.44 
8.38 
8.45 
8.50 
&38 


8.50 
8.63 
&75 
&75 
&94 


8.50 
8.38 
8.38 
8.38 
8.20 
8.13 
8.13 
8.13 
8.25 
8.13 
8.13 
8.13 
8.13 
8.13 
8.13 
8.13 
8.25 
8.25 
8.25 
8.25 


8.25 
&50 
8.63 
&50 
&50 
8.63 
8.75 
&75 
&75 
&88 


i 


CenU. 
8.50 
8.56 


8.69 


8.63 


8.44 


8.40 


8.25 
8.38 


8.19 
8.25 


8.13 
8.19 


8.50 


&38 
&50 


&  CD 


g 


CenU. 
8.69 
8.63 
8.60 
8.69 
8.81 
8.81 
8.81 
8.75 
8.81 
8.81 
8.75 
8.75 
8.75 
8.75 
8.63 
8.63 
8.63 
8.63 
8.50 
8.63 
8.50 
8.50 
8.56 
8.44 
8.38 
8.44 
8.38 
8.25 
8.25 
8.25 
8.25 
8.25 
8.25 
8.38 
8.38 
8.50 
8.50 


8.50 
8.63 


8.69 
8.69 
8.63 
8.75 
8.88 
8.88 
9.00 

aoo 


Cent9. 
8.63 
8.63 
8.63 
8.50 
8.75 
8.69 
8.81 
8.81 
8.88 
8.75 
8.60 
8.63 
8.75 
8.75 
8. 56 
8.63 
8.63 
8.50 
8.50 
8.50 
8.50 
8.38 
8.31 
8.44 
8.25 


8.25 
8.25 
8.19 
8.25 
8.25 
8.31 
8.38 


8.38 
8.25 
8.44 


8.50 
a50 
8.56 


8.56 
&63 
8.81 
a  81 
0.00 

aoo 


^6 


Cents. 


8.50 
8.56 
8.56 
8.60 


8.75 


8.75 


8.56 
8.56 
a56 
8.63 
8.50 
8.50 
8.56 
8.44 


8.31 
8.38 


8.50 
8.25 
8.31 
8.25 
8.25 
8.19 
8.25 
8.25 


8.31 


flT 


>€8 


9 

o 


Cents.   Cents. 
8. 63  I    8. 63 


8.75 


'    8.75 
8.81 


8.81 


8.88  I    8.88 

t 


8.63 


a56 
8.63 
8.56 
8.50 
8.63 
8.50 


8.38 
8.38 


8.75 
8.63 
8.63 
8.63 
8.56 
8.56 
8.60 


8.38 
8.50 


8.50 
8.25 
8.25 
8.25 
8.25 
8.19 


8.25 


8.50 
8.25 
8.38 
8.31 
8.31 
8.10 
8.31 
8.31 


8.31 


8.38 


8.44 
8.50 
8.63 


&63 
a  75 
a63 

a  75 


a88 
a94 


a  50 
a63 


a63 
a  75 
a63 
a  75 


a  88 
a88 
ao4 


a  38 


a  50 


a  63 


a63 
a  75 
a63 
a  75 
a  75 
a88 
ao4 
ao4 

0.00 


A 

o 


1^ 


Cents. 
a  75 
a  75 


a  75 
a88 


a  75 
a  CO 


a  88 
a  75 
a  76 
a  75 
a  75 


a63 


a  56 


a  31 
a  50 
a  38 


a  44 
a  38 


a  38 
a38 


aso 
a  50 
aso 
a  38 


aso 
a  75 


a88 
ass 


ass 

OlOO 


M 

9 
.O 

g. 

9! 

•— « 

O 


Cents. 
a63 
8.60 
a  63 
a  63 

a  65 

8.65 
a  65 
8.60 
a  65 

a  63 
a  63 
a  63 
ass 
ass 
a  45 


aso 
ass 
a  45 
a  45 


8.40 

a  44 
ass 
a  25 
a  25 
a  25 
a20 
a  IS 
a  15 


a  25 


aso 


a  40 


a56 


a63 
aso 


QQ 


GQ 


Cents.  Cents. 


a  63 
a  75 


a  75 

ao4 
ass 


a  81 
a  OS 


ass 
ass 
a  81 


a  75 


aso 


a  25 
a  10 


a25 
ass 
ass 


ass 


a  65 
a63 
a  76 


a  75 
ass 


aoo 
aoo 


a  63 
a  63 


a63 
aee 
a  75 
a  63 
a  63 
a  76 


a63 


a63 


a  63 
a  63 
aso 


aso 
ass 
aso 

860 

a  25 

8.25 


aoo 


aoo 
a  13 
a  13 
a25 


aoo 
aso 


aeo 
a  75 

a76 


154        COTTON  EXCHANGES — ^EFFECT  OF  FUTUBE  CONTKACTS. 

Table 24.— PRICES  OF  MIDDLING  COTTON  OR  BASIS  MIDDLING  AT  VARIOUS  INTERIOR 
POINTS  DURING  ACTIVE  BUYING  PORTION  OF  SEASONS  1906-7,  1907-8,  AND  1908-9- 
Contlnued. 


Date. 


1908-9 
January  13 
January  14 
January  15 
January  16 
January  18 
January  19 
January  20 
January  21 
January' 22 

January  23 

January  25 
January  26 
January  27 
January  28 
January  29 
January  30 
February  1 
February  2 
February  3 
February  4 
February  6 
February  8 
February  9 
February  10 
February  11 
February  12 
February  13 
February  15 
February  16 
February  17 
February  18 
February  19 
February  20 
February  24 
February  25 
February  26 
February  27 

March  1 

March  2 

March  3 

March  4 

March  5 

March  6 

March  8 

Matx}h9 

March  10 

March  11... 
March  12... 


EFFECT  ON   PRICES  PAID  PRODUCERS. 
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Table  24.— PRICES  OF  MIDDLING  COTTON  OR  BASIS  MIDDLING  AT  VARIOUS  INTERIOR 
POINTS  DURING  ACTIVE  BUYING  PORTION  OF  SEASONS  1906-7,  lOO?-*,  AND  1908-*- 
Continued. 


Date. 

1 
P 

Tuscaloosa, 
Ala. 

i 

Montgomery, 

Alexander 
City,  Ala. 

Greenville, 
Ga. 

9 

go 

CenU. 
9.25 
ft06 
ft  13 

O 

Columbus, 
Miss. 

• 
OQ 

1 

s 

OQ 

CenU. 

Bennettsville, 
8.C. 

1906^. 
March  15 

CerU». 

CerU9. 

Centa. 

CerUa 
ft25 
ft  13 
ft  13 
ft06 
ft06 
ft06 
ft06 
ft06 
ft06 
ft  06 
ft06 
ft06 

CenU. 
ft  13 
ftOO 
ftOO 
ft  00 
ftOO 
ft  00 
ft06 
ft06 
ftOO 
ftOO 
ftOO 
ftOO 
ft25 
ft25 

CenU. 
ft  13 
ftOO 
ftOO 
ftOO 
ftOO 
ftOO 

CenU. 
ft  13 
ft  00 

CenU. 

Cents. 

CenU. 

March  16 

ft06 

8.94 
ftOO 
ftOO 

March  17 

Mftmh  1ft            . 

8.88 

8.95 

March  19 

ftOO 
ft  00 

ft06 
ft06 

8.88 

Ifftm-h  2n. 

March  22 

8.95 
8.94 
8.94 

March  23 

8.88 
&88 
8.88 

1 

March  24 

ft  06 
ft06 
&88 
ft  00 
ft  13 
ft  13 

ft06 
&94 
ftOO 
ft  13 

ft  19 
ft  13 
ft  00 
ft  13 
ft  19 
ft  19 

ftOO 

March  25 

March  26 

ft  00 
ft06 
ft  13 
ft  13 

Marc^  27 

ftOO 

8.88 

ftOO 
ft  06 
ft  06 

March  30 

March  31 

8.88 

ft  13 
ft20 

CHAPTER  III. 

DISASTBOUS  EFFECT   OF  ABNOBHAI   DISCOXJirTS   EST  FUTXTRE 

PRICES  UPON  HEDOUrO  OPERATIONS. 

Section  1.  Abnormal  disconnts  a  source  of  loss  to  cotton  merchants. 

The  evidence  presented  in  the  preceding  chapters  shows  that  the 
tendency  of  abnormal  discounts  of  the  future  price  to  injure  producers 
is  to  a  considerable  extent  counteracted  by  the  keen  competition 
which  exists  in  the  spot-cotton  market.  It  does  not  show,  however, 
that  the  producer  is  not  injured  at  all.  Instead,  the  evidence  shows 
very  clearly  that  the  injury,  while  less  than  many  producers  assert, 
is  nevertheless  material. 

However,  even  if  it  could  be  demonstrated  that  the  producer  of 
cotton  was  wholly  unaffected  by  errors  in  contract  diflFerences  and 
consequent  fluctuations  in  the  discount  of  contract  prices  on  cotton 
exchanges,  this  would  by  no  means  be  a  defense  of  the  fixed-difference 
system  employed  at  New  York.  Any  such  defense  is  untenable,  since 
it  ignores  the  rights  of  the  principal  class  of  interests  directly  using 
the  exchange,  namely,  cotton  merchants.  It  is  the  cotton  merchant 
who  particularly  desires  to  make  use  of  the  future  market,  and  it 
is  the  cotton  merchant  who,  in  the  event  of  abnormal  changes  in 
the  discount  of  the  future  price,  is  particularly  liable  to  suffer  unjustly. 
To  the  extent  that  the  merchant  reduces  his  buying  prices  to  the 
producer  his  own  loss  is  reduced  or  limited,  at  the  expense,  of  course, 
of  the  producer.  It  is  apparent  from  the  preceding  discussion, 
however,  that  only  a  portion  of  the  loss  is  thus  shifted;  instead, 
the  injury  in  large  measure  falls  upon  the  merchant. 

This  injury  to  cotton  merchants  arises  from  the  influence  of  abnor- 
mal discounts  of  the  future  price  upon  the  safety  of  hedging  trans- 
actions. The  nature  of  hedging  was  fully  set  forth  in  Part  I  of  this 
report,  but  in  view  of  the  importance  of  that  function  it  may  again 
be  briefly  described  here.  The  process  of  hedging  may  be  illus- 
trated by  the  following  example:  A  cotton  merchant  in  the  South 
receives  an  order  from  a  spinner,  say,  in  July,  for  middling  cotton 
to  be  delivered  to  a  cotton  mill  in  the  following  January.  It  may 
be  assumed  that  at  the  time  the  order  is  given  the  merchant  has  no 
cotton  in  his  possession,  and  that  since  the  old  crop  is  largely  exhausted 
and  the  new  crop  has  not  been  gathered,  he  has  no  means  of  inmie- 
diately  obtaining  any.  Assume  that  he  agrees  to  deliver  10,000 
bales  of  middling  cotton  to  the  spinner  in  the  following  January 
at  8  cents  per  pound,  this  figure  representing  the  price  at  which 
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he  expects  to  be  able  to  buy  the  cotton  prior  to.January,  plus  a  small 
allowance  for  his  expenses  and  profit  on  the  transaction.  If,  subse- 
quently, owing  to  frosts  or  other  damage  to  the  crop,  or  for  any  other 
reason,  the  price  of  cotton  advances  2  cents  per  pound,  this  merchant 
obviously  will  be  confronted  with  a  loss,  since  he  is,  of  course,  bound 
to  make  the  delivery,  and  must  consequently  go  into  the  market  and 
buy  actual  cotton  at  the  advanced  price.  Under  the  future  system, 
if  properly  conducted,  such  a  loss  may  be  very  largely  offset  by 
hedging.  In  order  to  escape  such  loss  the  merchant,  immediately 
on  entering  into  his  agreement  with  the  spinner,  buys,  on  seme 
exchange,  future  contracts  maturing  in,  say,  December,  correspond- 
ing to  the  amount  of  cotton  which  he  has  agreed  to  deUver  to  the 
spinner.  Let  it  be  assumed  that  for  such  contracts  he  pays  7 J  cents 
per  pound,  or  one-half  cent  under  the  price  at  which  he  has  under- 
taken to  deliver  the  cotton.  In  this  case,  then,  he  has  agreed  to  de- 
liver 10,000  bales  of  middling  cotton  in  January  at  8  cents,  and  has 
bought  future  contracts  for  10,000  bales  at  7^  cents.  If  the  margin 
originally  allowed  for  expenses  and  profits  is  maintained  intact,  the 
merchant  is  satisfied. 

Assume,  further,  that  the  price  of  cotton  in  the  spot  market  advances 
2  cents  before  the  merchant  buys  the  10,000  bales  which  he  needs  to 
fulfill  his  contract  with  the  spinner  at  8  cents.  If  this  exchange 
contract  called  for  middling  cotton,  the  merchant  might  protect 
himself  by  holding  these  contrm^ts  until  maturity  and  then  demanding 
the  cotton  upon  them  and  delivering  it  to  the  spinner."  Since, 
however,  future  contracts  on  exchanges  permit  the  seller  to  deliver 
a  great  variety  of  grades,  so  that  the  buyer  may  not,  and  usually  does 
not,  get  the  exact  kind  of  cotton  that  he  requires,  such  a  merchant 
ordinarily  goes  into  the  spot  market  and  buys  10,000  bales  of  middling 
cotton  in  order  to  make  his  deUvery  to  the  spinner,  paying  therefor 
the  advance  which  in  the  case  assumed  was  2  cents.  This  cotton 
must  be  delivered  to  the  spinner  at  8  cents.  Consequently  the 
merchant  would  suffer  a  loss  on  this  part  of  the  transaction.  But 
in  the  meantime,  under  a  proper  working  of  the  future  system,  his 
future  contracts,  which  he  bought  on  the  exchange  at  7 J  cents,  should 
have  advanced  by  substantially  the  same  amount  as  the  actual  cotton 
itself,  or,  say,  to  9^  cents.  Against  the  increase  of  2  cents  in  the 
cost  to  him  of  the  spot  cotton  which  he  purchased,  this  merchant 
would  therefore  have  a  profit  of  2  cents  (not  allowing  for  brokerage 
charges,  etc.)  on  his  transaction  in  futures.  In  other  words,  his  loss 
on  one  part  of  the  transaction  would  be  counterbalanced  by  a  gain 
on  the  other,  and  the  margin  which  he  originally  allowed  to  cover  his 
expenses  and  profit  would  remain  substantially  intact.  * 

a  Practically,  the  demands  of  spinners  are  so  specific  that  middling  cotton  as 
delivered  on  exchange  contracts  would  not  meet  the  terms  of  all  spinners. 
^  For  a  more  complete  statement  of  the  hedging  function  see  pages  4S~55,  Part  I. 
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If,  however,  in  the  case  just  assumed,  the  future  price  had  not 
advanced  as  much  as  the  spot  price  it  is  clear  that  the  increase  in  the 
cost  of  spot  cotton  would  not  have  been  fully  offset  by  the  gain  on 
the  transaction  in  futures.  For  example,  if  while  the  spot  price  rose 
by  2  cents  the  future  price  advanced  only  from  7i  cents  to  8i  cents 
the  merchant  would  have  made  a  gain  of  only  1  cent  in  the  futxure 
market  to  offset  the  advance  of  2  cents  in  the  spot  market.  Again, 
if  while  the  price  in  the  spot  market  advanced  2  cents  the  future 
price  did  not  advance  at  all,  but  actually  declined,  say,  from  7}  cents 
to  7  cents,  it  will  be  seen  that  the  merchant  would  have  obtained  no 
profit  whatever  but  would  have  suffered  a  loss  on  both  the  future 
and  the  spot  transactions  and  would  be  really  worse  off  than  if  he  had 
not  bought  future  contracts  at  all. 

In  short,  the  successful  conduct  of  hedging  depends  wholly  upon  the 
reasonable  expectation  that  the  price  of  future  contracts  for  the  cur- 
rent month  and  the  price  of  spot  middling  cotton  will  move  in  sub- 
stantial harmony,  so  that  a  practical  parity  between  the  two  prices 
will  be  maintained.  This  is  the  very  essence  of  a  hedge.  If  this 
assumption  can  not  be  made,  or  if  it  is  not  realized,  the  hedge  fails  of 
its  purpose. 

It  does  not  follow  that  hedging  invariably  insures  the  merchant  a 
profit;  at  times  it  may  simply  serve  to  limit  his  loss.  The  mer- 
chant or  the  spinner  should,  however,  be  able  to  conduct  his  oper- 
ations with  the  assurance  that  any  change  in  the  spot  price  of 
middling  will  be  substantially  reflected  in  a  corresponding  change  iu 
the  price  of  basis  middling  contracts  on  the  exchange. 

It  is  important  to  emphasize  the  fact  that  the  parity  in  question 
is  between  the  spot  price  of  middling  and  the  price  of  future  con- 
tracts. Assertions  are  frequently  made  that  hedging  rests  on  the 
assumption  that  the  price  of  basis  middling  future  contracts  will 
move  in  harmony  with  the  price  of  any  particular  grade  of  cotton 
which  the  hedging  merchant  desires  to  buy  or  to  sell.  This  is  true 
only  to  the  extent  that  the  prices  of  the  various  grades  of  cotton  rise 
or  fall  together.  They  do  not  do  this  by  uniform  amounts  at  all 
times;  instead,  their  movements  are  almost  always  more  or  less 
irregular,  and  sometimes  sharply  divergent.  The  theory  of  hedging, 
therefore,  implies  a  fairly  constant  margin  only  between  the  future 
contract  price  (for  the  current  month)  and  the  spot  price  of  middling 
cotton  and  not  necessarily  between  the  contract  price  and  the  spot 
prices  of  other  grades. 

As  clearly  shown  in  Part  I,  this  normal  parity  between  the  price  of 
spot  middling  cotton  and  the  price  of  future  contracts  has  not  been 
properly  maintained  on  the  New  York  Cotton  Exchange.  Instead, 
this  parity  frequently  has  been  disturbed,  especiaUy  in  recent  years, 
when  the  discount  of  the  contract  price  has  at  times  become  very 
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abnormal.  It  was  also  shown  that  the  result  of  these  disturbances 
of  the  parity  had  been  to  inflict  very  heavy  losses  on  hedging  mer- 
chants. In  some  cases,  in  the  season  of  1906-7,  losses  of  as  much  as 
$7  per  bale  were  reported.  A  part  of  such  losses  undoubtedly  was 
due  to  the  fact  that  hedging  merchants,  in  their  engagements  with 
spinners,  had  committed  themselves  to  the  delivery  of  grades  other 
than  middling,  the  prices  of  which  advanced  more  sharply  than  did 
the  price  of  middling  itself.  As  just  pointed  out,  the  hedge  can  not 
be  expected  to  provide  protection  against  such  an  extra  or  additional 
advance  in  the  price  of  a  particular  grade  other  than  middling.  How- 
ever, a  large  part  of  the  losses  suffered  by  cotton  merchants  in  the 
season  of  1906-7  was  directly  due  to  the  failure  of  the  future  price  to 
fluctuate  in  sympathy  with  the  spot  price  of  middling,  or,  in  other 
words,  to  an  abnormal  discount  of  the  future  price.  The  losses  on 
this  score  alone  undoubtedly  amounted,  in  some  cases,  to  several 
dollars  a  bale.  The  significance  of  such  losses  may  be  appreciated 
when  it  is  stated  that,  under  a  proper  system  of  hedging,  merchants 
frequently  do  not  figure  on  a  profit  of  more  than  50  cents  per  bale; 
a  great  deal  of  cotton  is  handled  at  a  still  smaller  allowance  for  profit 
by  the  middleman. 

Section  2.  Hedging  the  principal  function  of  cotton-exchange  contracts. 

In  view  of  the  fact  that  the  method  of  conducting  trading  on  the 
New  York  Cotton  Exchange  has  thus  frequently  failed  to  afford  cot- 
ton merchants  a  safe  hedge,  it  should  be  emphasized  that  hedging 
is  the  most  important  function  of  a  cotton-exchange  contract  and 
is  so  recognized  by  a  vast  majority  of  the  trade.  The  cotton-exchange 
contract  is  not  a  direct  means  of  marketing  the  crop  from  producer 
to  consumer.  The  total  deliveries  on  contract  on  the  New  York 
Cotton  Exchange  for  several  years  past  have  not  averaged  much 
over  3  per  cent  of  the  crop,  and  if  allowance  be  made  for  dupUcation 
of  deliveries  as  a  result  of  retenders  of  the  same  cotton  the  percentage 
would  be  still  smaller.  In  the  New  Orleans  and  Liverpool  markets, 
the  total  deliveries  on  contract  are  hkewise  unimportant  in  proportion 
to  the  total  crop. 

The  future  contract  has  two  primary  functions — first,  to  provide  a 
means  of  reflecting  opinions  as  to  the  course  of  prices,  and,  second,  to 
afford  a  means  for  relieving  the  nonspeculative  class,  particularly  mer- 
chants and  spinners,  of  speculative  risks.  With  respect  to  the  first, 
it  should  be  apparent  that  the  system  should  facilitate  the  establish- 
ment of  future  prices  of  cotton — that  is,  it  should  afford  a  means  of 
expressing  or  epitomizing  the  views  of  those  engaged  in  future  trad- 
ing as  to  the  probable  course  of  cotton  prices.  While  this  speculative 
function,  as  it  may  be  called  (which  is  discussed  in  more  detail  in 
Chapter  VIII),  is  an  important  one,  it  is  by  no  means  the  most  impor- 
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tant.  Instead;  it  is  almost  iinaniinously  agreed  that  the  chief  func- 
tion of  the  contract  is  a  radically  different  one,  namely,  to  reduce  the 
element  of  speculation  in  the  operations  of  cotton  merchants  in  the 
movement  of  the  crop  from  plantations  to  mills  (and  also  in  the 
operations  of  spinners) — in  other  words,  to  provide  a  hedge.  That 
this  is  the  primary  function  of  the  contract  has  so  often  been  asserted 
that  it  is  hardly  necessary  to  support  the  statement  by  evidence. 
Members  of  the  leading  cotton  exchanges  have  repeatedly  insisted 
that  this  was  the  greatest  function  of  the  future  market.  For 
example,  A.  R.  Marsh,  at  present  vice-president  of  the  New  York 
Cotton  Exchange,  in  an  address  before  the  National  Association  of 
Cotton  Manufacturers  in  Washington  on  October  4,  1907,  estimated 
that  not  over  25  per  cent  of  future  transactions  were  speculative  as 
distinct  from  hedging.  The  New  York  Cotton  Exchange  has  in  fact 
repeatedly  been  referred  to  by  its  members  as  a  great  clearing  house 
for  hedge  contracts.  While  there  can  be  little  doubt  that  many  such 
statements  exaggerate  the  relative  volume  of  hedging  at  New  York, 
they  clearly  recognize  the  importance  of  the  hedging  function.** 

Section  3.  The  hedge  intended  to  relieve  the  nonspecnlative  class  from 
speculative  risks. 

Until  very  recently  there  appears  to  have  been  almost  unanimous 
agreement  that  a  hedge  was  a  means  of  protection  by  which  the  non- 
speculative  class,  consisting  of  cotton  merchants  and  spinners,  could 
ehminate  from  transactions  in  actual  cotton  a  portion  of  the  risks 
arising  from  the  inevitable  fluctuations  in  values.*  This  protective 
feature  of  the  contract  was  clearly  emphasized  by  A.  R.  Marsh,  of 
the  New  York  Cotton  Exchange,  in  his  address  already  referred  to, 
as  follows: 

As  the  cotton  trade  in  general  puts  it,  the  under Iving  idea  in 
modern  trading  in  cotton  niture  contracts  is  that  of  the  ''hedge." 
All  cotton  men  to-day  know,  or  think  they  know,  what  a  hedge 
is  and  how  it  is  used.     As  they  would  state  it,  a  hedge  is  the 

{mrchase  or  sale  of  contracts  for  100  or  more  bales  of  cotton  for 
uture  deliver}'^,  made  not  for  the  purpose  of  receiving  or  deliver- 
ing the  actual  cotton,  but  as  an  insurance  against  fluctuations  in 
the  market  that  might  unfavorably  affect  other  ventures  in 
which  the  buyer  or  seller  of  the  hedge  is  actually  engaged.  In 
truth  a  hedge  is  all  this  and  a  great  deal  more.  And  it  is  this 
generally  unstated  additional  element  in  the  hedge  that  is  the 
most  interesting  part  of  it/ 


o  For  estimates  of  the  total  amount  of  hedging,  see  page  268. 

ft  As  noted  on  page  165,  the  term  "nonspecnlative  class  "  is  not  a  rigid  one,  but  with 
respect  to  speculative  and  nonspeculative,  or  hedging,  operations  there  la  a  sharp 
distinction. 

c  See  page  166. 
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Mr.  Marsh  then  proceeded  to  point  out  that  this  other  feature  of  a 
hedging  transaction  was  to  make  it  what  he  termed  a  '*  credit  transac- 
tion''— in  other  words,  to  make  the  exchange  a  great  clearing  house 
for  such  hedge  contracts.  This,  however,  is  quite  aside  from  the 
fundamental  nature  of  a  hedge  itself  and  in  no  way  affects  it. 

This  protective  characteristic  of  hedging  was  also  well  stated  by 
a  witness  before  a  special  committee  of  the  New  York  Cotton  Ex- 
change, which  in  the  latter  part  of  1908  held  a  series  of  hearings  to 
discuss  criticisms  of  the  New  York  contract  and  possible  improve- 
ment in  the  rules  of  the  exchange.     The  witness  in  question  said : 

The  primary  legitimate  use  of  the  cotton  future  contract  is 
to  provide  a  temporary  hedge  for  the  merchant  in  moving  the 
crop,  thus  eliminating  from  Kis  operations  an  element  of  specula- 
tion which  otherwise  would  exist,  and  for  this  purpose  it  is 
invaluable,^ 

Nothing  could  be  clearer,  therefore,  than  the  fact  that  the  real 
function  of  the  hedge  is  to  eliminate  for  the  cotton  merchant — or  the 
manufacturer  or  the  producer — a  portion  of  the  risk  which  would 
otherwise  fall  upon  him  in  undertaking  future  engagements  in  cotton. 

It  is  not  always  possible  for  the  mercantile  class  thus  to  escape 
speculative  risks.  In  many  branches  of  business  the  distributing 
class  is  of  necessity  forced  to  take  heavy  speculative  risks.  But 
where  there  are  organized  exchanges  there  should  be  an  opportunity 
for  the  merchant  class  to  escape  in  large  measure  purely  speculative 
risks.  In  fact,  this  is  the  greatest  justification  of  the  existence  of 
*' future  exchanges."  The  chief  reason  for  a  future  system  is  that  it 
renders  some  service  to  the  trade.  If  the  future  system  consisted 
merely  in  the  exchanging  of  contracts  between  speculators,  without 
conferring  some  benefit  upon  trade  as  a  whole,  an  exchange  would 
have  no  right  to  exist.  No  matter  how  correctly  such  speculators 
might  judge  crop  conditions  and  forecast  prices,  if  their  operations 
did  not  confer  some  advantage  upon  the  trade  and  the  community 
at  large,  an  exchange  under  such  conditions  would  be  little  more  than 
a  gambling  place. 

This  function  of  the  speculative  class  was  described  by  H.  C. 
Emery  in  his  work  on  Speculation  on  the  Stock  and  Produce  Ex- 
changes of  the  United  States,  in  which  he  summarized  the  function  of 
speculation  as  follows: 

To  relieve  trade  of  the  risks  of  fluctuating  values,  by  providing 
a  class  always  ready  to  take  or  deliver  a  property  at  the  market 
price;  and,  in  so  doing,  to  direct  commocfities  to  their  most 
advantageous  uses,  and  the  investment  of  capital  into  the  most 
profitable  channels,  by  fixing  for  commodities  and  securities 
comparative  prices  for  delivery  at  different  times  and  places. 

a  Italics  by  Bureau. 
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This  idea  was  more  clearly  brought  out  by  Mr.  Emery  in  tracing 
the  evolution  of  the  speculative  class  when  he  said: 

Formerly  the  merchant,  from  a  thorough  knowledge  of  his  own 
market,  was  well  prepared  to  assume  its  speculative  risks.  Now 
he  was  called  on  to  face  a  wider  Konjunlctur,°'  and  to  assume  the 
risk  of  changing  values  dependent  on  world-wide  conditions. 

This  was  a  burden  whicn  the  merchant  body  was  hardly  pre- 
pared to  bear.  With  the  advance  in  knowledge,  the  trading  ele- 
ment and  the  speculative  element  in  their  business  had  come  to 
be  more  sharply  distinguished,  and  the  more  important  the 
speculative  element  became  the  greater  was  the  burden  on  those 
who  pursued  their  business  for  its  trading  profit.  As  merchants 
they  were  primarily  concerned  with  buying,  storing,  and  moving 
their  actual  commodities,  and  had  little  time  to  watch  the  ever- 
shifting  conditions  of  the  world  market.  What  was  now  needed 
by  the  trader  was  a  distinct  body  of  men  prepared  to  relieve  him 
of  the  specuLative  element^  of  his  business;  that  is,  of  the  risks  of 
distant  and  future  changes,  just  as  he  had  formerly  relieved  the 
producer  of  his  distinctly  trading  risks.  A  new  body  was  wanted 
to  cope  with  the  Konjuiiktur,  And  as  the  need  grew,  the  specu- 
lative clavss  became  differentiated  from  the  tradmg  body  as  the 
latter  had  been  differentiated  from  the  producing  body.  The 
speculator  was  to  assume  these  risks  by  standing  ready  at  any 
moment  to  take  over  the  commodity  of  the  merchant,  or  to 
agree  to  deliver  to  him,  at  an  established  market  price.  The 
importance  of  this  development  can  hardly  be  overestimated. 
The  peculiar  feature  is,  not  that  speculation  has  increased,  for 
that  is  but  a  necessary  accompaniment  of  increased  trade,  but 
that  speculation  has  become  the  business  of  a  special  class. 
Previously  the  speculators  had  been  traders  seeking  theii*  owti 
markets  and  moving  their  own  goods.  Now  they  became  a 
third  class,  distinct  from  both  producers  and  exchangers. 
Whereas  form eriy  each  man  bore  his  omn  risks,  the  new  class  has 
arisen  to  relieve  him  of  these  risks; ^  instead  of  all  traders  specu- 
lating a  little  a  special  class  speculates  much. 

Tliis  is  the  generally  accepted  theory  of  the  function  of  the  specula- 
tive class.  It  imphes  a  shifting  of  risks  from  merchants  to  a  distinct 
class — the  speculators — and  also  a  net  reduction  of  risks  by  reason  of 
this  specialization.  As  stated  in  the  excerpt  above  quoted,  this  differ- 
entiation of  market  interests  into  classes  is  an  important  and  a  neces- 
sary feature  of  the  complex  conditions  of  modern  trading.  The  cotton 
merchant,  so  far  as  practicable,  becomes  simply  a  distributer.  The 
justification  of  this  shifting  of  risks  lies  in  the  fact  that  the  merchant 
class  contents  itself  with  a  smaller  margin  of  profit,  virtually  working, 
to  some  extent,  for  a  commission  and  leaving  to  the  speculative  class 
the  opportunity  of  great  speculative  profits  in  return  for  the  service 
of  this  class  in  relieving  the  merchant  body  of  the  danger  of  great 
speculative  losses.     So  long  as  the  risks  are  those  arising  from  the 

»  Conjunction  of  market  conditiona.  b  Italics  by  Bureau. 
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operation  of  natural  causes  and  are  not  arbitrarily  created,  the  specu- 
lative class  can  not  complain  because  it  is  called  upon  to  bear  them. 
Indeed,  this  is  the  chief  justification  for  the  existence  of  a  speculative 
class.  The  whole  trend  of  modern  business  development  is  to  reduce, 
wherever  possible,  the  risks  of  the  merchant  body  proper. 

If  it  were  not  possible  thus  to  throw  at  least  a  portion  of  the  risk 
upon  the  speculative  class  it  will  be  seen  that  the  business  of  cotton 
merchants  would  be  extremely  hazardous.  Under  modem  methods 
of  doing  business  the  cotton  spinner  wishes  to  contract  months  in 
advance,  and  perhaps  before  the  crop  is  grown,  for  a  supply  of  cotton 
for  the  ensuing  season.  He  rehes  on  the  merchant  to  provide  him 
with  such  a  supply.  Obviously,  conditions  of  supply  and  demand 
may  so  change  before  the  merchant  can  obtain  the  cotton  as  to  cause 
violent  fluctuations  in  the  price.  If  the  merchant  were  required  to 
bear  the  entire  risk  he  would  always  be  confronted  with  the  possi- 
bility of  such  enormous  losses  as  to  deter  him  from  entering  into  such 
engagements.  As  an  illustration  of  the  risks  of  the  cotton  business 
prior  to  the  inauguration  of  future  trading  the  following  excerpt  from 
an  address  by  Charles  Stewart  before  the  Economic  Section  of  the 
British  Association,  in  September,  1896,  may  be  cited: 

Fluctuations  in  those  days  were  great.  One  halfpenny  or  one 
penny  or  twopence  per  pound  vanation  in  the  course  of  a  few 
days  or  weeks  was  not  at  all  an  uncommon  thing,  and  when  I  re- 
mind you  that  one  halfpenny  per  pound  profit  or  loss  means  on 
1,000  t)ales  no  less  than  £1,000,  the  risk  is  apparent. 

Profits  were  greater  than  to-day,  and  this  fact  no  doubt  an- 
swered in  compensation  for  losses  on  a  yearns  trading,  but  it  was 
onlv  the  large  capitalist  who  had  a  ghost  of  a  chance  to  succeed, 
and  the  trading  was  not  regular  as  we  know  it  to-day,  it  was  op- 
portunist ;  yet,  wealthy  as  many  of  the  great  houses  were,  the  im- 
mense failures  and  losses  which  the  ^* Flags"  of  Liverpool  have 
seen  in  consequence  of  the  utter  absence  of  protection  against 
loss,  are  to-day  spoken  of  as  experiences  completely  out  of  ques- 
tion, in  the  Hght  and  practice  of  the  facihties  offered  by  futures 
for  modern  commerce. 

The  great  desirabiUty  of  such  a  reduction  in  the  risks  of  the  mer- 
chant class  is  well  illustrated  by  the  following  excerpt  from  a  circular 
issued  by  the  president  of  the  Minneapohs  Clearing  House  Associa- 
tion in  February  1908,  to  the  members  of  that  institution : 

Under  the  system  of  handUng  grain  in  vogue  forty  years  ago 
the  buyer  of  the  grain  had  no  method  of  protecting  himself 
against  a  decHne  in  the  market  except  b}^  buying  at  a  wide  differ- 
ence, because  there  were  no  grain  exchanges  or  boards  of  trade 
where  the  grain  could  be  hedged  pending  its  arrival  at  the  market. 
Sometimes  a  difference  of  20  cents  or  more  per  bushel,  plus  freight, 
was  made  in  those  days,  and  in  spite  of  this  large  margin  most 
of  the  grain  dealers  of  that  ])eriod  became  bankrupts,  because 
they  were  compelled,  against  their  will,  to  speculate  on  the  price 
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of  grain  during  the  interval  between  the  buying  and  its  delivery 
on  sales.  So  nazardous  was  this  business  that  the  bankers  ac- 
cepted loans  from  the  grain  trade  with  the  greatest  caution. 

Under  the  present  system  all  legitimate  grain  men  in  the 
Northwest  hedge  their  purchases,  and  are  thus  enabled  to  pav 
producers  a  price  but  slightly  less  than  the  Minneapolis  or  Duhitli 
price,  allowing  for  freight.  This  system  eliminates  entirely  the 
element  of  specidation  from  the  legitimate  grain  trade,  and  the 
safety  obtained  by  it  is  possible  only  through  the  means  of  grain 
exchanges  and  the  future  sales  of  grain. 

A  similar  position  was  taken  by  A.  R.  Marsh  in  his  Washington 
address,  alread}^  referred  to,  when  he  said : 

Here,  then,  we  have  the  simple  principle  wliich  conservative, 
nonspeculative  merchants,  manufacturers,  and  even  to  some 
extent  cotton  producers  have  perceived  to  give  them  a  method  of 
conducting  their  business  without  having  to  face  the  possibility 
of  disastrous  losses.  It  is  inconceivable  that  the  cotton  trade, 
having  once  b(*gun  to  use  this  principle,  should  ever  give  it  up. 
On  the  contrarv,  the  time  will  surelv  come  in  the  near  future 

lant  or  manufacturer  who  does  not  avail  himself 
of  this  method  of  con(hicting  his  business  will  justly  be  regarded 
as  an  out-and-out  gambler,  without  credit  from  the  banks,  or 
stockholders,  or  the  commercial  public  at  large. 

In  thus  hedging  his  risk  the  merchant  virtually  agrees  to  forego 
speculative  profits  in  return  for  protection  against  losses  due  to 
changes  in  the  basis  price.  He  is  willing  to  pay  the  producer  more 
or  sell  to  the  spinner  for  less  provided  he  can  be  assured  of  a  modest 
profit  or  commission  on  his  transaction. 

It  should  be  repeated  that  this  protection,  even  in  the  abstract,  is 
complete  only  with  respect  to  middling  cotton.  In  the  case  of 
grades  other  than  middling  the  merchant  is  still  forced  to  tissume 
the  secondary  risk  arising  from  the  fluctuations  in  the  grade  differ- 
ences in  the  spot  market.  In  other  words,  the  merchant  in  his 
dealings  with  spinners  is  still  forced  to  speculate  with  respect  to 
fluctuations  in  grade  differences. 

Assumption  of  risks  by  the  speculator. — Tliis  protection 
to  the  nonspeculative  class  is  partly  accomplished  by  throwing 
risks  upon  the  speculative  class,  and  partly  by  an  elimination  of 
risks  by  offset,  as  explained  later. 

The  assumption  of  risk  by  the  speculator  is  a  very  simple  process. 
Thus,  if  a  spinner  who  desired  in  July  to  secure  a  supply  of  cotton 
should  buy  future  contracts/or  a  5/>f'ci/rc^a</^  from  a  speculator,  at,  say, 
10  cents  per  pound,  the  cotton  to  be  deUvered  in  January,  and  should 
immediately  enter  into  contracts  for  the  future  delivery  of  manu- 
factured goods,  basing  his  price  for  such  goods  on  a  price  of  10  cents 
for  his  cotton,  it  will  be  seen  that  he  has  no  further  interest  in  the 
price  of  cotton   (unless  the  speculator  should   fail)   so  far  as  this 
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particular  transaction  is  concerned.  The  price  of  cotton  may,  before 
January,  go  to  15  cents,  but  tHe  spinner  is  indifferent  to  this  advance, 
since  he  has  assured  himself  of  a  supply  at  10  cents,  and  the  entire 
risk  of  such  an  advance  in  the  price  falls  upon  the  speculator.  On  the 
other  hand,  of  course,  if  the  price  of  cotton  should  dechne,  the  spinner 
would  still  be  obUged  to  pay  10  cents.  In  the  case  of  such  a  decline 
the  speculator  would  reap  a  profit  because  of  his  ability  to  secure 
cotton  at  the  reduced  price  for  delivery  to  the  spinner.  In  other 
words,  the  speculator  in  return  for  assuming  the  risk  of  an  advance  in 
the  price  also  enjoys  the  opportunity  of  reaping  a  profit  in  the  event 
of  a  decline  in  the  price.  The  spinner,  however,  is  not  speculating, 
because  he  has  definitely  fixed  the  cost  of  his  cotton,  on  the  basis  of 
which  he  made  a  price  for  liis  manufactured  goods. 

That  is  to  say,  the  speculator  takes  up  and  absorbs,  so  to  speak,  the 
speculative  risk  of  general  changes  in  supply  and  demand.  He 
organizes  his  business  to  meet  such  risks  by  an  elaborate  system  of 
obtaining  advance  information  in  regard  to  trade  conditions,  his 
profit  depending  upon  the  accuracy  with  which  he  forecasts  such 
conditions. 

The  exchange  contract,  however,  is  not  a  specific  contract,  but  a 
basis  contract,  so  that  spinners  can  not  thus  assure  themselves  of  a 
supply  of  specific  grades.  Instead,  they  secure  protection  only  with 
respect  to  middling,  the  basis  grade. 

In  considering  the  shifting  of  risks  above  described,  it  must  be 
kept  in  mind  that  the  speculative  class  is  an  elastic  one,  and  that 
the  same  interests  which  at  one  time  are  in  the  nonspeculative  class, 
seeking  to  escape  risks  through  the  hedging  function,  may  at  another 
time  be  in  the  speculative  class,  or,  what  is  more  frequently  the  case, 
they  may  at  one  and  the  same  time  be  in  both  classes.  The  two 
kinds  of  transactions,  however,  can  be  sharply  distinguished.  As- 
sume, for  example,  the  case  of  a  merchant  who  buys  10,000  bales 
of  middling  cotton  at  the  beginning  of  the  harvest  season,  when 
there  is  a  prospect  of  a  fairly  large  crop.  He  has  the  option  of 
selling  future  contracts  on  some  exchange  or  of  holding  his  cotton. 
If  he  does  sell  contracts,  he  puts  himself  in  the  nonspeculative  class, 
since  he  can  deliver  his  cotton  on  contract  at  the  price  stipulated 
when  the  contract  was  made."  If,  on  the  other  hand,  he  decides 
to  hold  his  cotton  in  the  hope  of  getting  a  better  price,  he  clearly 
is  speculating,  and  in  tliis  case  he  must  expect  to  bear  a  specu- 
lator's risk.  If  he  hedges  5,000  bales  and  holds  5,000,  he  clearly 
is  in  both  classes  at  the  same  time,  but  the  two  transactions  are 
sharply  differentiated. 

o  This  holds  true  of  middling  cotton  only.    The  case  of  the  grades  other  than  mid- 
dling presents  a  different  problem,  which  is  considered  later. 
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Furthermore,  speculators,  aside  from  assuming  risks  which  would 
otherwise  fall  on  the  nonspecuiative*  class — or  perhaps,  to  put  it 
better,  in  the  process  of  assuming  such  risks — necessarily  exercise 
their  other  function  of  establishing  future  prices  for  the  commoditj' 
dealt  in.  That  is,  if  while  the  cotton  crop  is  maturing  the  prospect 
is  that  there  will  be  a  very  large  yield,  and  perhaps  only  a  fair 
demand,  the  tendency  of  speculative  operations  is  to  bring  about 
a  reduction  in  the  price  before  the  crop  is  actually  harvested.  This 
means  that  the  producer  who  later  may  desire  to  sell  contracts 
against  his  crop  must  sell  at  the  lower  basis.  In  this  broad  sense, 
therefore,  neither  the  producer  nor  the  spinner,  nor  even  the  mer- 
chant, can  wholly  escape  the  risks  arising  from  changes  in  conditions 
of  supply  and  demand.  But  in  the  narrower  sense  of  conditions 
arising  after  a  specific  transaction  has  actually  been  entered  into,  it 
clearly  is  the  function  of  the  speculative  class  to  relieve  the  trading 
class  of  speculative  risks  with  respect  to  changes  in  the  general  level 
of  prices. 

Elimination  of  risks  by  offset. — Aside  from  such  shifting  of 
risks  from  the  nonspecuiative  to  the  speculative  class,  risks  may  be 
eliminated  by  offset.  This  appears  to  be  the  additional  element  of 
the  hedge  to  which  Mr.  Marsh  referred  in  his  Washington  address." 
This  elimination  of  risks  can  perhaps  best  be  made  plain  by  an 
illustration.  Assume  that  a  spinner  in  Shanghai  has  10,000  bales 
of  middling  cotton  on  hand  which  he  does  not  need  for  goods  sold 
ahead  and  which  he  fears  may  decline  in  price.  He  sells  a  hedge 
against  these  10,000  bales  at,  say,  10  cents.  Assume,  on  the  other 
hand,  that  a  merchant  in  the  South  has  orders  for  10,000  bales  of 
middling  cotton,  for  deliverj^  to  spinners  in  the  future,  which  he  can 
not  at  the  moment  secure  in  the  spot  market.  Such  merchant,  in 
order  to  protect  himself  against  possible  advance  in  the  price,  desires 
to  buy  future  contracts  as  a  hedge,  also  at  10  cents.  Let  it  be 
assumed  the  brokers  of  these  parties  meet  on  the  same  exchange  and 
execute  the  orders  of  the  two  clients.  In  this  case,  then,  the  spinner 
in  Shanghai  has  sold  a  hedge  at  10  cents,  while  the  cotton  merchant  in 
the  South  has  bought  a  hedge  at  10  cents.  Assume  further,  that  the 
price  of  middling  cotton  in  the  spot  market  declines  2  cents.  The 
spinner  in  Shanghai  loses  2  cents  on  the  value  of  his  stock  on  hand; 
but  if  his  future  contract  declines  in  sympathy,  he  makes  a  corre- 
sponding profit  on  his  hedge,  and  therefore  has  suffered  no  net  loss. 
On  the  other  hand,  the  cotton  merchant  in  the  South  who  has  bought 
this  contract  at  10  cents  finds  that  he  has  suffered  a  loss  of  2  cents. 
But  as  middling  cotton  in  the  spot  market  has  also  declined  2  cents, 
he  is  protected,  since  he  can  buy  his  requirements  at  a  corresponding 
saving  and  lias  suffered  no  net  loss.     In  other  words,  both  the  spinner 

"See  page  160. 
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in  Shanghai  and  the  merchant  in  the  South  have  eliminated  from 
their  operations  the  risk  involved  in  this  decline  in  the  value  of 
cotton.  One  was  short  of  the  market  at  the  same  price  at  which  the 
other  was  long.  One  used  a  selling  hedge  and  the  other  a  buying 
hedge,  yet  both  were  equally  well  protected  against  loss  arising  from 
fluctuations  in  the  price.  The  result  is  the  same  as  if  the  spinner 
had  actually  sold  the  10,000  bales  directly  to  the  merchant.  In  the 
case  assumed  the  speculator  was  left  out  of  the  question;  therefore 
it  can  not  be  said  that  the  risk  was  thrown  on  him.  Instead,  this 
virtual  exchange  or  clearing  of  the  hedge  contract  by  the  two  parties 
really  amounted  to  an  elimination  of  risks  for  both  by  the  simple 
principle  of  offset.  To  the  extent  that  hedging  operations  offset  one 
another  in  this  way,  the  exchange  becomes  a  clearing  house  for 
hedge  transactions. 

Section  4.  Fallacious  theory  oi  hedging  advanced  by  advocates  of  fixed 
differences. 

Assumption  that  hedging  involves  a  sharing  op  risk  similar 
TO  MUTUAL  insurance. — It  would  Seem  unnecessary  to  enter  into 
further  explanation  of  the  real  nature  of  hedging.  Recently, 
however,  'a  new  theory  of  hedging,  and  one  of  an  exceedingly 
misleading  character,  has  been  advanced  by  some  defenders  of  fixed 
differences. 

Advocates  of  this  new  theory  of  hedging  virtually  argue  that  the 
hedge  should  not  necessarily  relieve  cotton  merchants  as  a  class,  or 
other  nonspeculative  interests,  of  the  risks  arising  from  changes  in 
crop  or  trade  conditions.  They  virtually  contend  that  an  exchange 
is  under  no  obligation  to  provide  a  system  under  which  the  price  of 
future  contracts  and  the  price  of  spot  middling  cotton  wiU  move  in 
harmony,  and  that  no  one  can  complain  if  the  movements  of  these 
prices  from  time  to  time  show  marked  disparities. 

It  will  be  seen  that  this  theory  of  hedging  is  in  direct  conflict  with 
the  accepted  theory  already  outlined,  namely,  that  the  organization 
of  the  future  market  on  exchanges  has  resulted  in  the  differentiation 
of  the  speculative  from  the  nonspeculative  class  so  that  each  exer- 
cises a  special  function,  with  the  result  that  for  certain  nonspeculative 
interests  the  element  of  risk  is  partly  eliminated.  Such  avoidance 
of  risk  has  for  nearly  forty  years  been  conceded  to  be  the  real  essence 
of  the  hedging  fimction.  Now,  however,  there  is  a  disposition  in 
some  quarters  to  discredit  this  long-established  proposition  and  to 
make  it  appear  that  in  the  very  process  of  hedging  itself  enormous 
risks  are  involved,  and  that  the  hedge  is  intended  to  bring  about  a 
'* distribution"  of  these  risks  among  the  hedging  interests  them- 
selves. In  other  words,  the  argument  is  that  these  hedging  interests 
really  constitute  a  great  mutual  insurance  company. 
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This  new  theory  of  hedging  was  put  in  substantially  the  following 
terms  by  a  member  of  the  special  conmiittee  of  the  New  York  Cotton 
Exchange,  referred  to  on  page  161,  at  one  of  the  sessions  of  that 
committee : 

The  theory  of  hedges,  when  you  reduce  it  to  its  last  terms, 
is  precisely  the  theory  of  insurance,  namely,  that  the  world 
as  a  whole  shall  bear  the  losses.  That  is  the  underlying  theory 
of  hedges — that  the  whole  world  shall  pay  each  merchant,  each 
manufacturer,  each  person  interested  in  cotton  a  small  propor? 
tion  of  any  loss  that  may  be  occasioned.  If  you  take  that 
theory  awav,  then  there  is  no  reason  left  for  hedging;  you  knock 
the  whole  tKeory  of  hedging  into  a  cocked  hat  when  you  attack 
that  underlying  theory  as  not  sound.  In  other  words,  the 
proposition  is  that  the  merchants  in  Shanghai,  the  merchants  in 
Alexandria,  the  merchants  in  Japan,  the  merchants  in  Calcutta, 
the  merchants  in  Liverpool  and  in  Havre  and  in  Milan,  and 
the  merchants  in  New  York  and  Boston  shall  all  of  them 
participate  in  the  hedging  operation  in  the  losses  that  may 
arise.     That  is  what  it  all  rests  on. 

Again,  at  another  session  of  the  committee  this  member  said: 

Under  the  New  York  system,  in  a  year  Uke  1906-7,  the  risk 
involved  in  that  storm,  and  in  the  consequent  low-grade  cotton, 
was  distributed  over  the  entire  world  from  one  end  to  the  other. 

*  «  *  *  4e  ♦  ♦ 

AH  the  people  long  of  hedges  lost  money,  and  made  their  con- 
tribution to  the  insurance  fund  in  that  way. 

n^  n^  •!•  •!•  I*  ^h  ^ 

On  the  other  hand,  the  people  who  had  low-^ade  cotton  on 
hand  which  they  had  not  sold  made  their  contnbution  as  they 
gradually  sold  their  cotton  out. 

n^  n*  ^  •p  ^  ^  ^ 

So  that  consequently  that  loss  of  many  miUions  of  dollars 
(there  is  no  guessing  as  to  how  much — a  hundred  and  fifty  mil- 
lion I  shoula  think  would  be  a  moderate  estimate  of  the  loss 
involved  there)  was  really  distributed  over  the  entire  world. 
The  spinner  paid  part  of  it,  the  producer  paid  part  of  it,  in  so 
far  as  he  had  not  yet  sold  his  low-grade  cotton.  In  that  way, 
it  made  a  big  mutual  insurance  company. 

Fallacy  of  this  assumption. — A  fundamental  error  in  this  new 
definition  of  hedging  is  that  it  overlooks  the  vitally  important  fact 
that  imder  a  properly  organized  system  of  future  trading  there  is  a 
sharp  differentiation  between  speculative  and  nonspeculative  opera- 
tions. This  error  leads  to  the  assertion  that  hedging  itself  involves 
immense  risks.  Instead  of  affording  a  means  for  all  parties  to  the 
market  to  participate  in  speculative  risks,  the  hedging  function, 
as  clearly  shown  in  the  preceding  section,  is  primarily  intended 
to  eliminate,  so  far  as  the  nonspeculative  class  is  concerned,  such 
speculative  risks;  that  is,  the  hedge  is  intended  as  a  means  of  per- 
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mitting  the  nonspeculative  class  to  escape  a  portion  of  these  risks, 
and  not  as  a  means  of  distributing  such  risks  among  that  class. 
This  is  true  whether  the  risks  are  shifted  to  the  speculator  or  whether 
they  are  eliminated  by  offset  in  the  maimer  just  described.  In  the 
case  of  risks  taken  by  the  speculator,  it  is  clear  that  there  is  a  transfer 
pure  and  simple.  For  instance,  if  a  merchant  buys  a  contract  of  a 
speculator  at,  say,  10  cents,  expecting  to  receive  the  cotton,  the 
speculator  assumes  the  risk  that  he  may  have  to  pay  more  than  that 
price  in  order  to  secure  cotton  for  the  deUvery.  In  that  case  the 
merchant  will  hold  him  to  the  price  named  in  his  contract  and  will 
not  share  the  risk  with  him.  Or,  if  a  merchant  sells  a  speculator  a 
contract  at,  say,  10  cents,  the  speculator  takes  the  risk  that  he  will 
be  forced  to  receive  cotton  at  that  price,  although  at  the  time  of 
delivery  it  can  be  resold  only  at  a  lower  price.  The  entire  risk, 
however,  so  far  as  middUng  cotton  is  concerned,  falls  on  the  specu- 
lator; there  is  no  division  or  sharing  of  it  between  the  two  interests. 

This  general  proposition  that  the  hedge  is  intended  to  eUminate 
risks  for  the  nonspeculative  class  is  also  true  in  the  case  of  the  off- 
setting of  risks  as  between  the  hedge  buyer  and  the  hedge  seller. 
Take,  for  instance,  the  case  of  the  spinner  in  Shanghai  and  the  cotton 
merchant  in  the  South,  already  cited.  It  was  shown  that  the  spinner 
was  protected  by  the  sale  of  a  hedge  at  10  cents,  while  the  southern 
merchant  was  protected  by  the  purchase  of  a  hedge  at  10  cents. 
The  loss  of  the  hedge  seller  on  his  actual  cotton  was  made  up  by  a 
profit  on  the  sale  of  his  hedge,  while  the  loss  of  the  hedge  buyer  on 
his  hedge  contract  was  made  good  by  his  ability  to  buy  spot  cotton 
at  a  corresponding  decUne.  Clearly,  there  is  nothing  in  this  trans- 
action which  involves  a  *' distribution''  or  division  of  risks.  The 
Shanghai  spinner  does  not  divide  his  risk  with  the  cotton  merchant 
in  the  South.  Instead,  both  parties  to  the  contract  eliminate  from 
their  transactions  this  speculative  risk.  This  can  not  be  regarded  as 
a  distribution  of  inevitable  economic  losses  among  the  hedging  in- 
terests themselves;  and  to  assume  that  hedging  by  its  very  nature 
involves  such  distribution  of  losses  is  a  fundamental  error.  Instead, 
the  principle  is  the  balancing  of  a  loss  against  a  gain  in  such  a  way 
that  the  one  will  neutralize  the  other,  and  thus  establish  a  definite 
price  basis  upon  which  the  hedging  merchant  or  spinner  can  base 
his  calculations. 

In  this  connection  it  may  be  repeated  that  Mr.  Emery,  in  his  work 
already^  quoted,  emphasizes  the  point  that  the  function  of  the  specu- 
lative class  is  to  relieve  trade  of  risks  arising  from  fluctuations  in 
values.  He  does  not  say  that  it  is  the  function  of  this  class  to  share 
these  risks  with  the  nonspeculative  class,  but  he  emphasizes  over  and 
over  again  that  it  is  the  function  of  the  speculative  class  to  take 
certain  risks  entirely  off  the  shoulders  of  the  nonspeculative  class. 
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Distinction  between  theory  of  hedging  and  theory  of  in- 
surance.— While  hedging  is  almost  universally  referred  to  as  a  sort 
of  insurance,  it  is  not  insurance  in  the  sense  in  which  that  term  is 
appUed  to  property.  Ordinary  insurance  is  based  on  the  prospect 
of  an  absolute  loss  or  destruction  of  wealth.  In  such  destruction  of 
wealth  there  is  a  loss  not  only  to  the  individual,  but  to  the  commimity 
as  a  whole.  In  the  case  of  fluctuations  in  the  value  of  a  product  like 
cotton,  however,  there  is  no  absolute  destruction  of  wealth  as  a 
result  of  a  decline  in  values,  but,  instead,  the  shrinkage  in  value  which 
results  in  loss  to  the  seller  means  a  corresponding  gain  to  the  buyer, 
or  through  him  to  the  ultimate  consumer.  The  distinction  is  a  vital 
one.  In  the  case  of  a  fire-insurance  company,  for  instance,  the  vari- 
ous policy  holders  contribute  a  certain  amount  in  premiums  so  that 
in  the  event  of  destruction  of  the  property  of  some  poUcy  holder,  or 
of  a  few  policy  holders,  bj^  fire,  the  loss  shall  be  made  good  out  of 
the  common  fund.  The  principle  of  hedging,  on  the  other  hand,  as 
repeatedly  stated,  is  the  balancing  of  one  risk  against  another  so 
that  a  loss  will  be  ofi'set  by  a  gain.  In  hedging  there  is  no  insurance 
fund  made  up  of  the  contributions  of  the  various  parties  to  the  hedge. 
It  might  be  argued  that  the  merchant  protected  bj''  a  hedge  pays  for 
his  protection,  but  he  does  so  by  the  indirect  method  of  reducing  his 
charges  for  handling  the  crop ;  in  other  words,  by  working  on  a  nar- 
rower margin  of  profit  than  lie  would  otherwise  be  willing  to  accept. 
These  payments  are  not  made  into  any  common  fund,  but  are  passed 
on  in  the  form  either  of  a  higher  price  to  the  producer  or  of  a  lower 
price  to  the  consumer. 

It  is  tnie  that  hedging  is  repeatedly  referred  to  in  the  cotton  trade 
as  an  insurance  against  losses,  but  the  term  is  used  in  the  sense  in 
which  it  is  employed  when  one  says  that  the  wearing  of  rubbers  is  an 
insurance  against  taking  cold,  and  there  is  no  justification  for  using 
the  word  in  its  technical  sense. 

Aside  from  the  question  of  an  absolute  economic  loss — that  is,  the 
destruction  of  property — the  hedge  is  not  intended  to  effect  a  division 
of  the  lossos  of  one  class  of  interests,  as,  for  instance,  producers, 
among  liodging  interests  generally.  Moreover,  even  if  such  a  divi- 
sion of  risks  were  desired  it  would  not  be  accompUshed  under  the 
fallacious  theory  of  hedging  above  outlined.  A  fire  loss  is  an  indi- 
vidual loss  which  if  distributed  among  a  large  number  of  individuals 
does  not  seriously  burden  any.  A  loss  in  a  speculative  market,  how- 
ever, is  not  confined  to  a  few  individuals  but  is  common  to  all  indi- 
vitluals  on  one  side  of  the  market.  Hence  there  is  no  opportunity 
to  secure  relief  by  the  process  of  distribution.  That  is  to  say,  condi- 
tions which  cause  one  hedging  merchant  to  lose  on  his  hedge  cause 
every  other  hedging  merchant  on  tlie  same  side  of  the  market  to  lose. 
On  the  other  hand,  everyone  on  the  opposite  side  of  the  market  is 
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enabled  to  profit  at  the  expense  of  those  who  thus  lose.  Clearly, 
this  is  no  distribution  of  risks  in  the  accepted  sense  of  the  word,  and 
there  is  no  parallelism  between  such  a  situation  and  bona  fide 
insurance. 

For  example,  take  the  case  of  the  Shanghai  spinner  and  of  the 
southern  cotton  merchant,  already  mentiojied.  If  for  any  reason  the 
contract  bought  as  a  hedge  at  10  cents  were  to  decline  to  8  cents 
while  actual  middling  cotton  remained  unchanged,  it  is  clear  that  the 
Shanghai  spinner  would  be  enabled  to  buy  in  his  contract  at  a  profit 
of  2  cents.  Since  in  the  meantime  he  would  have  suffered  no  decUne 
in  the  spot  value  of  his  cotton,  his  gain  on  the  short  sale  of  contracts 
would  be  a  net  gain.  The  southern  merchant,  on  the  other  hand,  on 
selling  out  his  contract  would  lose  2  cents  and  would  make  no  saving 
on  his  purchase  of  cotton  to  offset  this  loss  on  the  sale  of  his  contract; 
consequently  his  loss  would  be  a  net  loss.  To  call  any  such  arrange- 
ment as  this  mutual  insurance  is  absurd.  Furthermore,  if  there  were 
one himdred  merchants  who  had  bought  contracts  imder  the  conditions 
assumed,  the  loss  of  each  would  in  no  way  be  minimized,  but  every 
merchant  would  suffer  the  full  loss  resulting  from  the  depression  of  the 
contract  price  relative  to  the  spot  price  of  middling.  Instead  of  a 
division  of  losses  equally  among  the  policy  holders,  therefore,  as  con- 
templated in  mutual  insurance,  under  this  fallacious  theory  of  hedging 
there  is  no  reduction  in  loss  by  division,  while  one-half  of  the  so-called 
policy  holders  actually  profit.  Furthermore,  as  shown  later,  not 
only  is  there  a  failure  to  reduce  risks,  but  instead  there  is  an  actual 
increase  in  risk.* 

In  short,  the  advocates  of  this  theory  are  wrong  in  claiming  that 
it  is  the  function  of  the  future  market  through  organized  speculation 
to  effect  a  division  of  risks  among  all  parties  in  a  market,  and  they 
are  also  wrong  in  stating  that  it  does  effect  such  a  division. 

Specific  guaranty  of  protection  not  contemplated. — Aside 
from  the  general  fallacy  of  the  assumption  that  hedging  itself  involves 
immense  risks,  which  must  be  borne  chiefly  by  those  who  employ 
hedges,  it  is  interesting  to  observe  that  the  member  of  the  New  York 
special  committee  already  referred  to  confused  tliis  proposition  with 
the  rate  of  commission  charged  by  members  of  the  cotton  exchange 
for  dealing  in  future  contracts.  This  is  clearly  brought  out  in  the  fol- 
lowing excerpt  from  a  question  put  to  a  witness  by  this  member  of 
the  committee: 

In  other  words,  they  say  a  hedge  is  an  insurance,  and  the 
Bureau  of  Corporations  constantly  goes  back  to  that  statement, 
that  a  hedge  is  insurance.  Now,  we  provide  facilities  for  $7.50 
for  100  bales  on  a  percentage  basis,  about  one-eighth  of  1  per 
cent  to  the  membei-s,  and  to  nonmembers  about  one-fourth  of 


"See  page  192. 
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1  per  cent,  in  the  shape  of  a  commission.     Do  you  think  that 

it  is  feasible  to  grant  absolute  insurance  for  that  premium? 

*     %    % 

Specific  insurance  that  the  price  of  our  contracts  will  retain 
their  parity  with  the  price  of  middling  cotton.  That  is  what  the 
spinners  tell  us  they  want,  and  that  is  what  the  Bureau  of  Cor- 
porations tells  us  we  ought  to  do. 

This  argimient  was  advanced  repeatedly  in  substantially  the  same 
form  by  this  member  of  the  committee,  and  makes  it  appear  that  the 
Bureau  is  demanding  that  members  of  the  exchange,  each  time  they 
deal  in  a  future  contract,  at  a  brokerage  charge  of,  say,  $15  for  the 
round  transaction,  shall  virtually  guarantee  a  customer  that  he  can 
resell  or  repurchase  his  contract,  as  the  case  may  be,  at  exactly  the 
same  discount  from  the  price  of  spot  middling  as  that  at  which  he 
originally  bought  or  sold  it.  Any  such  interpretation  of  the  Bureau's 
position  is  absolutely  unwarranted  and  ridiculous.  In  the  first  place, 
the  maintenance  of  an  absolutely  constant  parity  is  not  expected. 
Instead,  the  report  repeatedly  points  out  that  an  absolutely  constant 
parity  will  not  be  maintained  even  under  the  commercial-difference 
system.*  In  the  second  place,  the  maintenance  of  a  substantial 
parity  between  the  spot  and  contract  prices  is,  under  the  plan  pro- 
posed by  the  Bureau,  to  result  automatically  from  proper  rules  and 
regulations  of  the  exchange,  and  is  not  to  be  forced  by  any  arbitrary 
practices. 

The  Bureau  is  not,  therefore,  contending  that  a  parity  shall  be 
guaranteed.  Instead,  it  is  contending  that  the  exchange  shall  guar- 
antee simply  that  no  unnecessary  and  arbitrary  disturbances  of  the 
parity  shall  be  caused  or  permitted  by  its  rule^;  and  it  contends, 
moreover,  that  if  the  commercial-difference  system  is  faithfully 
applied  a  substantial  parity  will  at  nearly  all  times  be  naturally 
maintained. 

Moreover,  however  desirable  the  maintenance  of  a  substantiallv 
uniform  margin  between  the  spot  middling  price  and  the  contract 
price  may  be,  it  is  obvious  that  this  is  in  no  way  related  to  the  rate 
of  commission  charged  by  members  of  the  exchange,  which  is  merely 
a  charge  for  a  semiclerical  sei-vice.  It  would  be  about  as  reasonable 
to  assert  that  the  Secretary  of  the  Treasury  is  expected  by  the  United 
States  Government,  out  of  his  salary  of  SI 2,000  a  year,  to  maintain  a 
parity  between  gold  and  the  various  issues  of  currency.  One  might 
with  equal  logic  assert  that  members  of  the  New  York  Stock  Exchange 
were  expected,  in  return  for  their  brokerage  commissions,  always  to 
keep  the  market  prices  of  all  the  stocks  listed  on  that  exchange  exactly 
at  par.  That  such  misleading  assertions  should  be  resorted  to  may 
fairly  be  construed  as  evidence  that  their  authors  are  exceedingly 
hard  pressed  in  efforts  to  present  any  legitimate  argument  in  support 
of  their  position. 

"  Ree  page  230. 
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Section  5.  Assertion  that  abnonnal  disconnts  of  the  contract  price  are  due 
to  a  surplus  of  certain  grades. 

In  view  of  the  exhaustive  evidence  presented  in  Part  I  of  this 
report,  it  should  not  be  necessary  to  reassert  that  errors  in  contract 
differences  have  frequently  sent  the  contract  price,  particularly  at 
New  York,  to  an  abnormal  discount  from  the  spot  price.  That  this 
is  the  result  of  errors  in  fixed  differences  is  really  admitted  in  the  con- 
tention that  errors  in  such  differences  are  *  ^corrected  by  adjustment 
of  the  contract  price '^ — an  argument  which  has  repeatedly  been  put 
forth  by  members  of  the  New  York  Cotton  Exchange  in  attempts  to 
defend  the  fixed-difference  system.  Thus,  S.  T.  Hubbard,  a  member 
of  the  New  York  Cotton  Exchange,  in  an  address  before  the  National 
Association  of  Cotton  Manufacturers  at  Boston  in  April,  1907,  said: 

Here  [the  fixed-difference  system]  is  a  basis  for  contract  deliv- 
ery which  will  remain  imchanged  for  nine  months.  If  during 
that  time  it  is  found  wrong  the  measure  of  error  will  be  deter- 
mined, not  by  a  committee  appointed  from  time  to  time,  but  by 
the  cotton  world  trading  in  all  the  markets,  by  the  value  they 
place  upon  our  contracts. 

*If  further  evidence  of  the  vital  influence  of  contract  differences 
upon  the  discoimt  of  the  contract  price  be  needed  it  is  afforded  by  the 
following  excerpt  from  a  report,  published  in  February,  1909,  by 
the  special  conunittee  of  the  New  York  Cotton  Exchange,  already 
referred  to,  recommending  a  so-called  spinners'  contract  which  was 
to  supplement  the  present  contract : 

The  form  of  contract  desired  by  the  cotton  manufacturers  is 
one  under  whose  terms  only  those  grades  of  cotton  shall  be 
deliverable  which  the  average  spinner  can,  if  he  chooses,  receive 
upon  such  contracts  as  he  may  have  outstanding  with  the  cer- 
tainty that  he  can  use  them  in  his  own  mill,  and  that  he  will  get 
the  basis  grade,  middling,  at  the  prevailing  price  for  middling, 
and  such  other  grades  as  may  be  delivered  to  nim  at  the  prevail- 
ing market  differences  ruling  at  the  time  of  delivery  for  those 
grades.  To  accomplish  these  ends  the  cotton  manufacturers 
would  confine  the  grades  deliverable  on  this  proposed  contract 
to  the  range  from  strict  low  middling  to  good  middling.  Under 
no  circumstances  would  they  have  any  cotton  below  strict  low 
middHng  deliverable  on  this  contract,  and  if  grades  above  good 
middling  were  deliverable,  it  should  be  with  the  proviso  that 
such  grades  higher  than  good  middling  should  be  deliverable 
only  at  the  price  of  good  middling.  It  is  the  opinion  of  the  cot- 
ton manufacturers  that  the  price  of  a  contract  confined  to  so 
narrow  a  range  of  grades  above  and  below  middling  would  always 
be  substantially  the  same  as  the  prevailing  price  of  middling 
(provided J  of  caurse,  that  the  differences  for  even  these  grades  were 
made  to  conform  strictly  to  the  prevailing  differences),^  and  that 

<i  Italics  by  Bureau. 
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even  if  at  times,  such  as,  for  example,  during  heavy  Uquidation 
of  contracts,  the  price  of  the  contract  should  fall  materially 
below  the  prevailing  price  of  middling,  the  spinner  could  alwavs 
protect  himself  by  taidng  up  the  actual  cotton,  assured  that  Ke 
could  use  it  at  his  mill. 

It  will  be  seen  that  the  clause  italicized  cleariy  admits  that  a  parity 
between  spot  and  future  prices  is  dependent  upon  agreement  between 
the  contract  and  the  true  differences.  Nevertheless  tliis  committee 
recommended  that  the  differences  for  this  proposed  contract  be  deter- 
mined in  the  same  way  as  for  the  present  contract.  The  scheme  for 
a  spinners'  contract,  it  may  be  noted,  was  never  adopted. 

In  spite  of  the  overwhelming  evidence  that  errors  in  differences  are 
the  chief  source  of  abnormal  discounts  in  the  contract  price,  and  of  the 
verv  logic  of  the  situation,  some  defenders  of  the  fixed-difference  svs- 
tern  assert  that  such  discounts  are  in  the  main  due  to  other  causes, 
and  particularly  to  the  existence  of  a  large  surplus  of  certain  grades  of 
cotton  which  for  the  time  being  may  not  be  in  demand  by  spinners. 
They  argue  that  when  there  is  such  a  surplus  of  cotton,  either  of  high 
grade  or  of  low  grade,  the  contract  price  is  likely  to  go  to  a  discount, 
and  that  the  question  of  contract  differences  has  very  little  to  do 
with  the  matter. 

This  argument  is  illustrated  in  the  following  excerpt  from  a  state- 
ment by  a  witness  at  the  sixth  session  of  the  New  York  committee: 

We  had  a  flood  of  low-grade  cotton  [in  1906-7]  and  every- 
body had  been  selling  high  grades.  *  *  *  j  don't  think  the 
question  of  revisions  for  the  last  two  years  had  anything  to  do 
with  it.  Our  contract  was  depressed  Because  they  could  deliver 
that  grade  of  cotton. 

Again,  at  another  session  of  the  committee,  a  witness  said: 

I  don't  consider  that  errors  in  the  making  of  the  differences 
are  as  much  responsible  for  the  variations  between  the  contract 
and  the  middling  price  as  I  do  the  demand  at  the  moment  for 
certain  qualities,  and  the  supply  of  certain  qualities. 

This  argument  is  a  very  misleading  one.  Obviously  the  entire 
stock  of  a  given  grade  of  cotton  can  not  be  sold  at  any  one  time  at 
the  quotation  existing  at  the  moment,  any  more  than  the  entire 
outstanding  stock  issue  of  a  corporation  can  be  sold  at  a  fixed  price 
on  the  New  York  Stock  Exchange.  No  one  would  contend  that  the 
entire  stock  of  middling  cotton  could  be  sold  at  a  given  quotation. 
The  real  test  is  not  the  sale  of  a  very  large  quantity  of  cotton.  It 
should  be  possible  to  sell  a  limited  quantity  of  a  given  grade,  at 
least  approximately  the  contract  requirement  of  roughly  100  bales, 
at  the  quoted  differences.  If  tliis  can  not  be  done,  it  is  an  indication 
that  the  contract  difference  is  wrong  and  needs  revision.  But  so  long 
as  such  a  moderate  quantity  can  be  sold  at  the  established  differences, 
the  contract  price  can  not  long  remain  at  an  abnormal  discoimt, 
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since  in  the  keen  competition  which  always  exists  in  the  future 
market  there  w^ill  be  many  operators  who  will  take  up  cotton  on 
contracts  with  a  view  to  reselling  it  in  the  spot  market  and  securing 
the  profit  thus  offered  by  the  disparity  between  the  two  prices.  If, 
on  the  other  hand,  the  quoted  differences  are  so  nominal  that  they  do 
not  represent  the  actual  difference  at  which  even  a  single  contract 
delivery  can  be  sold,  then  the  buyer  of  contracts  who  fears  the 
delivery  of  such  cotton  at  the  nominal  contract  differences  is  forced 
to  protect  himself  by  lowering  his  bid  for  contracts.  This  has 
repeatedly  happened  in  the  New  York  market,  but  it  will  be  seen 
that  any  such  discount,  instead  of  being  due  to  the  presence  of  a 
large  stock  of  surplus  grades,  is  really  due  to  the  fact  that  the  differ- 
ences for  such  surplus  grades  are  not  property  established.  As 
pointed  out  a  little  later,  this  appears  to  be  one  of  the  chief  sources 
of  difficulty  in  the  Liverpool  market,  namely,  that  the  spot-market 
differences  are  sometimes  based  on  a  volume  of  business  so  limited 
as  not  to  represent  the  differences  at  which  even  a  single  contract 
delivery  could  actually  be  disposed  of.     (See  Chapter  VI.) 

In  other  words,  a  stock  of  surplus  cotton  becomes  a  menace  to  the 
contract  only  when  the  contract  differences  are  out  of  line  with  the 
commercial  differences.  If  a  surplus  is  a  '^drug,''  it  is  so  because  in 
moderate  lots  it  can  not  be  sold  at  the  price  indicated  by  the  differ- 
ences, and  therefore  the  differences  are  wrong.  The  quoted  differences 
should  be  those  at  which  a  substantial  or  at  least  a  moderate  quantity 
of  a  given  grade  can  actually  be  sold. 

Those  who  assert  that  a  surplus  stock  of  cotton  is  mainly  respon- 
sible for  abnormal  discoimts  in  the  contract  price  contend  that  this 
depressing  influence  will  be  exerted  by  a  surplus  stock  of  high  grades 
as  well  as  by  a  surplus  stock  of  low  grades.  The  logical  deduction 
from  their  argument  is  that  whenever  there  is  a  stock  of  surplus 
cotton  of  any  kind  on  the  market  the  price  of  contracts  will  be  rela- 
tively depressed.  This  argument  is  met  by  the  practical  fact  that 
there  have  been  repeated  occasions  when  there  has  been  a  large 
stock  of  cotton  in  New  York  for  which  there  was  no  immediate 
demand  and  which  was  considered  a  drug  on  the  market,  and  yet 
when  the  contract  differences  were  substantially  in  line  with  the 
commercial  differences  this  stock  did  not  cause  an  undue  discount 
of  the  contract  price.  Thus,  in  the  case  of  the  high-grade  crop 
year  1897-98,  when  there  was  a  large  supply  of  high-grade  cotton 
in  New  York,  the  contract  price  was  maintained  at  about  a  normal 
discoxmt  from  the  price  of  spot  middling.  In  March,  1894,  the  stock 
of  cotton  in  New  York  exceeded  260,000  bales,  j^et  the  average  dis- 
count of  the  contract  price  was  almost  exactly  normal.  In  the 
winter  of  1892-93  there  was  a  ver^^  large  stock  of  cotton  in  New  York, 
but  the  margin  or  discount  on  the  whole  was  not  far  from  normal. 
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It  is  true  that  in  November,  1892,  the  discount  exceeded  one-half 
cent,  but  this  may  have  been  due  to  fear  that  a  proper  revision 
would  not  be  made.  In  the  succeeding  months  the  margin  was 
much  more  nearly  normal.  In  March,  1892,  the  stock  of  cotton  at 
New  York  exceeded  400,000  bales,  yet  the  discount  of  the  contract 
price  in  March  and  April  of  that  year  was  only  about  30  points,  or 
just  about  normal. 

Granting,  however,  that  such  an  inactive  or  so-called  unsalable 
stock  of  surplus  grades  may  at  times  act  as  a  drag  upon  the  contract 
price,  it  is  certain  that  this  influence  can  be  held  responsible  only  to 
a  very  limited  extent  for  the  pronounced  depression  of  the  contract 
price  which  has  repeatedly  occurred  at  New  York.  It  is  absurd, 
for  instance,  to  argue  that  the  improper  revision  at  New  York  in 
November,  1906,  was  not  chiefly  responsible  for  the  abnormal  dis- 
count of  the  contract  price  in  that  year.  A  further  influence  was 
the  faulty  classification  by  the  classification  committee  of  the  New 
York  Cotton  Exchange,  as  a  result  of  which  considerable  cotton  was 
overgraded.  As  already  pointed  out,  the  effect  on  the  value  of  the 
contract  is  practically  the  same  whether  the  cotton  is  overvalued  by 
means  of  false  differences  or  by  means  of  false  grading. 


CHAPTER  IV. 

FAUACY  OF  THE  COHTEHTIOlff  THAT  THE  HEW  YOEK  COTTOH 
EXCHAHOE  MUST  HAVE  A  **  CALCULABLE ''  COHTBACT. 

Section  1.  Alleged  refusal  of  sellers  to  take  the  risk  of  ckaiLges  in  grade 
differences. 

Many  members  of  the  New  York  Cotton  Exchange  take  the  position, 
in  defense  of  their  system  of  fixed  differences,  that  the  risk  of  loss  in 
the  shipment  of  cotton  for  sale  in  New  York  is  so  great  that  their 
contract  must  be  a  *  ^  calculable  "  one  if  such  shipments  are  to  continue. 
That  is,  they  contend  that  it  is  simply  imperative  for  the  shipper  to 
know  in  advance  exactly  what  he  will  get  for  his  cotton,  so  that  he 
will  suffer  no  loss  because  of  changes  in  grade  differences,  and  that 
the  only  way  for  him  to  know  this  is  to  have  the  differences  fixed  at 
the  time  he  makes  the  shipment. 

In  illustration  of  this  point*  a  member  of  the  New  York  special 
committee  said: 

If  you  adopt  the  theory  of  Liverpool  and  New  Orleans  markets 
and  change  our  differences  whenever  there  is  a  change  in  the 
South,  we  run  the  risk  of  putting  obstacles  in  the  way  of  bringing 
cotton  to  New  York  at  all,  because  to  bring  cotton  to  New  YorE 
at  all  the  man  in  the  South  who  buys  the  cotton  for  shipment 
to  New  York,  as  a  general  principle,  must  know  when  he  buvs 
his  cotton  what  he  is  going  to  get  for  it.  He  will  not  run  the 
risk  of  buying  cotton  with  low  middUng  at  one-half  cent  off  and 
good  ordinary  at  one  cent  off,  and  shipping  it  to  New  York,  and 
then  when  his  cotton  gets  to  New  York  miding  that  the  differ- 
ences make  low  middhng  worth  one  cent  off  and  good  ordinary 
two  cents  offi 

At  another  session  this  member  of  the  committee  said: 

I  am  simply  trying  to  call  to  your  attention  the  practical 
fact  that  we  have  to  face;  the  practical  fact  that  we  must  have 
spot  cotton  in  the  New  York  market,  because  our  contract  must 
be  a  contract  in  cotton,  and  not  a  contract  in  estimated  values — 
our  contracts  can  not  be  wind  contracts,  or  paper  contracts,  or 
theoretical  contracts — they  must  be  contracts  m  actual  cotton, 
and  to  have  the  insurance  that  every  man  who  buys  or  sells  here 
is  dealing  in  actual  cotton  we  must  have  actual  cotton  here  in 
this  market,  and  we  must  have  it  deUvered  every  month  in  con- 
siderable quantitv,  in  order  to  bring  our  contract  to  the  spot 
basis.  Now,  I  ask  you  whether  you  think  it  likclv  that  merchants 
here  and  there  throughout  the  South  will  take  the  risk  of  buying 
cotton  and  shipping  it  to  New  York  and  run  the  chance  of  having 
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the  differences  changed  during  the  month  or  time  that  the  cotton 
is  in  transit  from  the  South  to  New  York.  There  is  one  of  the 
practical  difficulties.  If  we  are  going  to  choke  off  the  supply  of 
cotton  in  New  York,  if  we  are  going  to  run  any  risk  of  stopping  that 
supply,  we  are  done.  We  have  got  to  go  out  of  business.  We 
all  Know  that.  Every  one  of  us  Knows  that  we  have  got  to  have 
men  all  over  the  South  watching  their  chance  to  ship  cotton  to 
New  York.     Now,  the  question  is,  will  they  do  it  practically. 

This  assertion  that  New  York  can  not  maintain  a  supply  of  cotton 
without  a  "calculable  contract''  is  one  of  the  chief  defenses  offered 
by  advocates  of  fixed  differences. 

This  so-called  element  of  calculabihty  has  been  referred  to  repeat- 
edly by  advocates  of  fixed  differences.  But  it  means  calculability 
for  one  side  only — the  seller.  The  buyer  can  not  know  in  advance 
what  grades  he  will  receive,  and  therefore  he  can  not  calculate  the 
value  of  his  contract. 

This  argument  that  the  seller  will  not  take  the  risk  of  shipping 
cotton  to  the  New  York  market  unless  the  differences  are  fixed  admits 
the  fact  that  the  risk  of  change  exists.  The  answer  to  this  argument, 
therefore,  is  that  if  tlie  merchant  seller  will  not  take  the  risk,  there 
certainly  is  no  reason  to  expect  the  merchant  buyer  to  take  it.  The 
seller  of  a  contract  is  in  a  much  better  position  to  take  tliis  risk  than 
is  the  buyer,  since  the  seller,  before  making  a  sliipment  of  cotton,  has 
some  opportunity"  to  select  those  grades  wliich,  in  his  opinion,  are  less 
likely  to  decline  relatively  to  middling  pending  the  date  of  actual  de- 
livery. The  buyer,  on  the  other  hand,  has  no  option  whatever,  but 
must  take  any  tendorable  grades  which  the  seller  sees  fit  to  deliver. 
It  is  clear,  therefore,  that  the  buyer  under  a  fixed-difference  system 
is  at  a  vastly  greater  disadvantage  than  is  the  seller;  moreover,  he  is 
at  a  much  greater  disadvantage  than  the  seller  is  under  the  com- 
mercial-difference system.  Furthermore,  when  the  risk  is  artificially 
thrown  upon  the  buyer  of  the  contract,  his  efforts  to  escape  it  disor- 
ganize the  future  market  and  practically  destroy  the  value  of  the 
contract  as  a  legitimate  hedge.  Under  the  commercial-difference 
system  such  disturbances  of  the  future  market,  as  a  rule,  are  of 
minor  importance. 

Of  course  if  this  risk  could  be  transferred  exclusively  to  the  specu- 
lative class,  a  different  situation  would  be  created ;  under  a  basis  con- 
tract, however,  this  risk  can  not  be  thrown  upon  speculative  buyers 
without  affecting  nonspeculative  buyers,  and  indeed  virtually  de- 
stroying for  them  the  usefulness  of  the  contract. 

That  the  buyer  is  quite  as  indisposed  as  the  seller  to  take  ,this  risk 
is  shown  by  the  fact  that  after  the  enormous  losses  suffered  by  hedg- 
ing merchants  in  the  season  of  1906-7,  there  was  for  a  time  a  very 
pronounced  falling  off  in  the  volume  of  hedge  transactions  at  New 
York.     Testimony  obtained  by  the  Bureau  of  many  merchants  for- 
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merly  using  the  New  York  market  for  buying  hedges  clearly  showed 
this.  In  this  connection  it  may  also  be  noted  that  a  witness  at  one 
of  the  sessions  of  the  special  committee  of  the  New  York  Cotton 
Exchange  said: 

You  have  driven  me  out  of  business.  I  would  not  do  it  [that 
is,  buv  a  hedge  in  New  York]  to-day.  Last  year,  for  instance,  I 
would  not  take  any  risk  at  all.  *  *  *  I  will  say  this,  that  I 
stopped  doing  that  business  because  I  would  not  tate  the  risk. 

It  is  true  that  in  the  season  of  1908-9,  after  a  drastic  revision  of 
differences  on  low  grades,  which  resulted  in  keeping  the  contract 
price  at  a  much  more  nearly  uniform  parity  with  the  spot  price  of 
middhng,  a  considerable  increase  in  hedging  business  for  southern 
merchants  was  reported  by  the  members  of  the  New  York  Cotton 
Exchange.  This  does  not  change  the  fact  that  merchants  should  at 
all  times  have  reasonable  assurance  that  the  rules  of  an  exchange  will 
be  so  framed  as  to  preserve  a  substantial  parity  between  the  two 
prices. 

Some  defenders  of  fixed  differences  have  pointed  to  the  small 
deliveries  of  cotton  on  contract  in  New  Orleans  as  indicating  the 
impracticability  of  shipping  cotton  for  contract  delivery  under  the 
commercial-difference  system.  Thus  a  member  of  the  New  York 
Exchange  special  conmiittee  said: 

Perhaps  you  are  not  aware  that  the  Bureau  of  Corporations 
has  tabulated  the  amount  of  cotton  delivered  upon  contracts 
in  New  Orleans,  and  in  Liverpool,  and  in  the  New  York  Cotton 
Exchange  for  a  number  of  years,  and  that  in  the  year  1906-7, 
if  my  recollection  is  correct,  during  the  whole  year  there  were 
only  20,000  bales  delivered  on  contract  in  New  Orleans,  whereas 
in  the  New  York  market  there  were  nearly  half  a  million  bales 
delivered  on  contract.  Doesn't  that  seem  to  indicate  that 
people  having  cotton  outside  of  New  Orleans  won't  take  the 
risk  of  selling  a  contract  there  against  cotton  which  they  would 
like  to  deUver? 

This  contention  was  urged  repeatedly. 

This  attempt  to  emphasize  limited  deliveries  of  cotton  on  contract 
in  New  Orleans  is  very  misleading.  As  a  matter  of  fact,  these  small 
deliveries  on  contract  are  in  no  sense  an  indication  that  shippers  are 
unwilling  to  take  the  risk  of  changes  in  commercial  differences.  The 
amount  of  cotton  delivered  on  contract  is  no  guide  to  the  usefulness 
of  the  contract  for  its  most  legitimate  purpose,  namely,  that  of 
hedging,  unless,  indeed,  it  might  be  argued  that  small  deliveries  on 
the  whole  are  an  indication  of  a  more  legitimate  use  of  the  contract 
than  are  the  large  deliveries  at  New  York,  which  unquestionably 
have  been  due  in  considerable  measure  to  the  repeated  tendering  of 
the  same  cotton,  either  because  it  was  unfit  for  ordinary  commercial 
purposes  or  because  for  the  time  being  it  was  not  in  active  demand 
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by  the  cotton  trade.  It  would  be  about  as  reasonable  to  argue 
that  small  cash  balances  at  the  New  York  Clearing  House  were  a 
reflection  upon  the  usefulness  of  the  clearing-house  system  as  to 
argue  that  small  deliveries  of  cotton  on  contract  were  a  fair  measure 
of  the  usefulness  of  the  future  system.  It  is  indeed  conceivable  that 
under  a  perfect  working  of  the  system  the  contract  would  be  used 
exclusively  for  hedge  purposes  and  that  actual  deliveries  of  cotton 
would  be  entirely  eliminated. 

In  this  connection  it  may  be  noted  that  a  witness  before  the  New 
York  committee  said: 

In  considering  the  legitimate  use  of  the  future  contract 
system,  I  think  one's  mind  must  be  divested  of  the  idea  that  it 
is  for  the  purpose  of  receiving  or  delivering  cotton.  The  very 
nature  of  the  contract  forbids  it.  When  cotton  is  delivered  on 
contract  it  is  generally  the  result  of  manipulation  or  other 
abnormal  conditions.  In  natural  cotton  markets  with  normal 
conditions  prevailing  cotton  is  rarely  delivered  on  contract. 
The  truth  of  this  assertion  is  demonstrated  by  the  fact  that 
there  is  much  less  cotton  delivered  on  contract  in  either  Liver- 
pool or  New  Orleans  than  in  New  York,  although  both  of  these 
are  natural  cotton  markets,  handle  a  great  deal  more  cotton, 
and  carry  much  heavier  stocks  than  New  York. 

The  above  statement  may  be  somewhat  overdrawn,  but  it  illus- 
trates the  danger  of  determining  the  usefulness  of  the  future  contract 
by  the  amount  of  the  deliveries  of  actual  cotton  thereon. 

It  would  be  very  unwise  for  the  New  York  Cotton  Exchange  to 
take  the  position  that  the  amount  of  cotton  deUvered  on  contract 
mea^res  the  usefulness  of  the  contract,  since,  granting  that  deliveries 
in  New  York  are  larger  than  in  the  other  two  future  markets,  they 
are  still  so  insignificant  as  compared  with  the  total  amount  of  busi- 
ness, and  so  small  even  when  compared  with  the  total  production 
as  to  afford  a  very  poor  argument  in  defense  of  an  exchange. 

Evidence  that  sellers  will  take  this  risk. — This  whole  conten- 
tion that  under  commercial  differences  the  seller  simply  will  not  take 
the  risk  attending  shipments  of  cotton  is  discredited  by  experience. 
A  sufficient  answer  to  this  argument  is  found  in  the  fact  that  for  years 
cotton  merchants  conducted  their  business  with  the  commercial-differ- 
ence system  in  operation  on  the  New  York  Cotton  Exchange,  as  well 
as  on  the  other  two  leading  cotton  exchanges,  and  that,  with  the  ex- 
ception of  a  comparatively  small  number,  this  merchant  class  was 
vastly  better  satisfied  than  it  has  been  with  the  results  which  have 
occurred  under  the  fixed-difference  system.  The  serious  complaint 
of  the  cotton  trade  as  a  whole  against  the  New  York  market  is  suffi- 
cient refutation  of  this  claim. 

Absurdity  of  claim  that  a  ''calculable"  contract  gives 
stability  to  contract  price. — In  connection  with  this  argument- 
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that  the  shipper  of  cotton  requires  a  so-cailed  ''calculable"  contract 
some  members  of  the  New  York  Cotton  Exchange  have  frequently 
claimed  that  fixed  differences  give  stability  to  the  contract.  Such 
arguments  are  absurd,  since  it  is  simply  indisputable  that  fixed 
differences  necessarily  create  fluctuations  in  the  contract  price. 
Therefore,  fixed  differences,  while  giving  stability  to  transactions 
of  a  limited  number  of  selling  merchants  for  the  actual  delivery  of 
cotton  on  contract,  result  in  the  greatest  uncertainty  for  buyers  of 
contracts. 
As  the  Bureau  states  in  its  report,  Part  I,  page  271 : 

The  absolute  inability  of  the  buyer,  at  the  time  he  enters 
into  the  contract,  to  stipulate  what  grades  he  will  take,  or  to 
know  what  grades  he  will  be  compelled  to  take,  injects  into  the 
transaction  under  the  periodic  [fixed]  difference  system  an  enor- 
mous element  of  uncertainty.  This  uncertaintv  may  properly 
be  said  to  give  the  contract  much  of  a  gambling  character. 
So  far  as  the  buyer  is  concerned,  the  transaction  comes  very 
near  being  a  lottery.  The  seller  has  not  only  the  extremely 
valuable  privilege  of  selecting,  but  also  the  inducement  to 
select,  from  the  wide  range  of  grades  deliverable  on  contract, 
those  grades  which  he  can  tender  to  best  advantage  to  himself, 
or,  conversely,  to  the  greatest  disadvantage  of  the  receiver. 

Furthermore,  as  shown  later  (see  p.  190)  this  uncertainty  also 
works  a  great  disadvantage  to  many  sellers  as  well.  Indeed,  as 
pointed  out  in  Part  I,  the  fixed-difference  system  unquestionably 
works  to  the  advantage  of  only  a  few  skilled  experts,  who  are  enabled 
thereby  to  take  undue  advantage  of  other  interests  in  the  future 
market. 

It  is  indisputable  that  economic  risks  dependent  upon  the  law  of 
supply  and  demand  exist,  and  always  will  exist,  as  to  changes  in 
grade  differences.  These  risks  can  not  be  eliminated.  Some  one 
must  bear  them.  The  proposition  of  the  New  York  Cotton  Exchange 
is  to  relieve  the  seller  of  them,  and  in  consequence  they  will  be  thrown 
upon  the  buyer.  This  \vnill  add  to  the  proper  risks  already  borne  by 
the  buyer  the  risk  properly  belonging  to  the  seller.  The  reason  given 
for  taking  this  position  is,  as  just  shown,  that  unless  the  seller  can 
thus  be  sure  of  his  contract  and  the  results  thereof  he  will  not  ship 
cotton  to  New  York,  and  that  the  system  of  fixed  differences  is  the 
prime  means  of  bringing  to  New  York  the  necessary  supply  of  actual 
cotton. 

Whatever  may  be  the  truth  as  to  the  effect  of  fixed  differences  in 
bringing  cotton  to  New  York,  there  can  be  no  question  of  both  the 
fallacy  and  the  inequity  of  this  method  of  doing  it,  which  transfers 
from  one  party  his  proper  share  of  the  risk  and  lays  it  upon  another 
party,  who  already  bears  his  proper  share. 
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Section  2.  Ineqiiity  of  the  ''calculable"  contract  of  the  fixed-difference 
system. 

In  the  preceding  chapter  it  was  made  clear  that  Under  a  proper 
system  of  hedging  there  should  he  substantially  complete  protection 
for  both  the  buyer  and  seller  of  hedges  with  respect  to  middling  cotton. 
The  other  grades  present  a  different  problem.  In  other  words,  under 
a  well-administered  commercial-difference  system  the  nonspeculative 
class  secures  protection  against  general  changes  in  the  value  of  the 
cotton  crop,  as  registered  by  the  price  of  middling,  but  with  respect 
to  the  peculiar  additional  changes  in  other  grades  as  reflected  by  the 
differences  for  these  grades  merchants  are  still  forced  to  assume 
the  risk.  They  should,  however,  obtain  substantially  complete 
protection  with  respect  to  middling  cotton.  If  there  were  future 
contracts  for  every  grade  of  cotton,  and  if  the  dealings  in  such  con- 
tracts were  sufficiently  active  to  make  a  broad  trading  market,  mer- 
chants could  almost  completely  escape  risks  for  all  the  different 
grades.  As  explained  in  Part  III,  however,  such  a  series  of  specific 
contracts  is  impracticable,  owing  to  the  great  changes  from  year  to 
year  in  the  supply  of  the  different  grades.  Hence,  the  basis  con- 
tract was  adopted  by  cotton  exchanges  as  the  only  practicable  con- 
tract for  organized  future  trading.  Owing  to  the  seller's  option,  the 
purchaser  of  a  basis  contract  can  not  demand  the  particular  grade 
which  he  desires,  but  instead  must  take  that  grade  or  those  grades 
which  the  seller  chooses  to  deliver.  He  is,  therefore,  vitally  concerned 
in  the  relative  valuations  or  differences  at  which  these  grades  are 
tenderable. 

Under  a  correct  administration  of  the  commercial-difference  sys- 
tem, the  buyer  of  a  basis  middling  contract  does  not  suffer  because 
he  is  tendered  grades  other  than  middling,  since  he  is  forced  to  receive 
them  only  at  relative  values  at  which  he  can  resell  them.  The  same 
is  true  of  the  seller  of  the  contract  when  he  makes  deliveries  from  a 
stock  immediately  at  hand  in  the  delivery  market,  so  that  no  change 
in  differences  could  occur  in  the  brief  interval  required  for  accumu- 
lating grades  for  the  delivery.  Usually,  however,  deliveries  are  not 
made  in  this  way.  Instead,  the  seller  frequently  purchases  cotton 
at  places  more  or  less  remote  from  .the  delivery  market,  thus  necessi- 
tating some  time  for  shipment.  During  this  interval  between  the 
time  of  purchase  and  the  time  of  delivery,  therefore,  the  seller  may 
suffer  loss,  because  the  grades  which  he  has  purchased  may  decline 
relatively  to  middling. 

In  considering  this  risk,  it  should  be  pointed  out  at  once  that 
the  seller  has  a  corresponding  chance  of  gain.  Instead  of  finding 
that  his  cotton  has  declined  relatively  to  middling  during  the 
interval  required  for  shipment,  he  may  find  that  it  has  advanced, 
in  which  case  he  will  get  the  benefit  of  the  appreciation  in  value, 
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and  this,  moreover,  without  injuring  the  buyer,  since  the  latter 
gets  the  cotton  only  at  its  true  relative  value.  Furthermore,  since 
the  seller  has  the  complete  option  of  selecting  grades  for  the  delivery, 
he  has  some  opportunity  to  study  the  probable  course  of  the  market 
for  the  various  grades,  and  thus  to  select  grades  which,  in  his  judg- 
ment, are  likely  to  appreciate  in  value  relatively  to  middling.  In 
other  words,  the  seller  has  some  means  of  at  least  partially  avoiding 
loss  on  account  of  the  fluctuations  in  grade  differences,  without  dis- 
turbing the  basis  contract  price.  In  the  case  of  the  buyer,  however, 
there  is  no  such  opportunity  when  grades  are  delivered  at  incorrect 
diiferences,  since  the  seller  has  the  complete  option  of  selecting  grades, 
and  the  buyer  does  not  know  with  any  certainty  until  the  actual 
moment  of  delivery  what  grades  he  will  receive. 

False  application  of  the  rule  of  caveat  emptor. — ^Advo- 
cates of  fixed  differences  or  of  infrequent  revisions,  however,  argue 
that  this  risk  of  change  in  differences  should  not  be  borne  by  the 
seller.  Those  who  take  this  position  rely  on  the  doctrine  of  caveat 
emptor  (let  the  buyer  beware),  and  insist  that  the  entire  risk  of  fluc- 
tuations should  be  borne  by  the  buyer.  This  position  is  well  brought 
out  by  the  following  excerpt  from  an  interview  obtained  by  the 
Bureau  in  the  course  of  its  investigation,  as  quoted  on  pages  26^270 
of  Part  I  of  the  report : 

In  any  other  kind  of  a  contract,  as  I  understand  it,  the  buver 
takes  the  risk,  and  I  think  he  ought  to  do  so.  After  a  man  haa 
Sold  his  commodity,  whether  it  be  a  horse  or  a  house  or  a  hundred 
bales  of  cotton,  I  see  no  reason  why  he  should  take  any  further 
risk.  He  no  longer  owns  the  commodity.  It  may  be  that  he 
is  delivering  it  two  or  five  months  hence,  but  it  seems  to  me 
that  it  is  good  law  and  good  logic  that  the  buyer  should  take 
the  risk  of  variation  in  grades,  as  well  as  of  variation  in  price 
level. 

In  essence,  this  claim  amounts  to  the  proposition  that  the  pur- 
chase of  a  contract  is  the  purchase  of  a  specifically  designated  lot 
of  cotton  at  the  time.  Only  under  such  circumstances  coidd  the  doc- 
trine of  caveat  emptor  apply.  It  does  not  apply  to  the  cotton  itself, 
because  the  purchase  of  a  basis  future  contract  is  not  such  a  pur- 
chase of  cotton,  but  an  agreement  to  receive  certain  unknown  grades 
of  cotton,  which  grades  will  depend  upon  the  future  exercise  of  an 
option  by  the  seller,  and  which  grades  may,  between  the  timfe  of  the 
piirchase  of  the  contract  and  the  exercise  of  that  option,  change 
materially  in  relative  value.  So  that  the  doctrine  of  caveat  emptor 
can  not  apply  to  a  future  contract,  inasmuch  as  there  is  not  a  trans- 
fer of  title  to  actual  cotton.  Another  way  of  stating  this  is  that  the 
purchase  and  sale  of  a  basis  future  contract  in  no  way  change  the 
title  or  ownership  of  any  actual  cotton.  In  this  connection  can  be 
cited  the  legal  distinction  between  an  executed  and  an  executory 
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contract.  The  latter,  in  the  view  of  the  law,  conveys  no  title,  and 
does  not  involve  the  doctrine  of  caveat  emptor. 

Vital  distinction  between  a  basis  contract  and  a  specific 
CONTRACT. — ^Where  the  seller  assumes  the  risk  of  providing  a 
specific  article,  it  can  not  be  disputed  that  it  is  natural  and  equitable 
that  the  buyer  shall  assume  any  risk  of  changes  in  value  after  the 
contract  has  been  entered  into,  assuming,  of  course,  that  the  seller 
deUvers  exactly  the  article  which  the  contract  calls  for.  A  basis  con- 
tract, however,  where  the  seller  has  the  entire  option  (within  the 
prescribed  range)  as  to  the  goods  he  will  deliver,  is  a  vitally  different 
matter.  Under  such  a  basis  contract  the  buyer,  instead  of  getting 
some  specific  thing  that  he  really  w^ants,  is,  as  so  often  explained, 
forced  to  take  what  the  seller  chooses  to  deliver.  This  means,  in 
many  cases,  that  the  buyer  gets  something  tJiat  he  does  not  vxint. 

The  seller's  option  is  an  enormously  valuable  one  and  one  that 
clearly  distinguishes  a  basis  contract  from  the  ordinary  contracts  of 
trade.  As  just  stated,  however,  a  specific  contract  is  impracticable 
for  the  purposes  of  organized  trading  in  cotton,  and  consequently 
the  buyer  is  forced  thus  to  allow  the  seller  the  option  of  selecting 
the  grades  for  delivery.  But  the  buyer  can  afford  to  consent  to 
such  an  arrangement  only  on  condition  that  he  shall  get  the  other 
grades  on  the  basis  of  a  commercial  equivalent.  As  stated  on  page 
271  of  Parti: 

In  ordinary  business  transactions  the  seller  undertakes  to  de- 
liver a  specific  article  and  bears  the  risk  incurred  in  obtaining 
that  article  for  delivery.  In  such  cases,  as  already  stated,  the 
buyer  properlv  bears  the  risk  of  any  subsequent  change  in  value. 
But  if  the  seller  is  relieved  of  his  risk  or  delivering  a  specific 
article,  as  he  is  under  a  basis  contract,  he  certainly  should  be 
compelled  to  deUver  an  exact  commercial  equivalent;  otherwise 
the  buyer  is  compelled  to  bear  not  only  his  proper  risk  but  the 
risk  that  naturally  should  fall  on  the  seller. 

Tliis  theory  of  a  basis  contract  was  clearly  recognized  when  future 
trading  was  first  organized  on  the  New  York  Cotton  Exchange,  and 
it  was  only  after  New  York  had  virtually  ceased  to  be  an  active  spot 
market  that  the  New  York  Cotton  Exchange  departed  from  this 
principle.     As  stated  on  page  284  of  Part  I  of  the  Bureau's  report: 

The  theory  of  a  basis  contract  undoubtedly  is  that  it  is  an 
optional  contract;  that  is,  that  the  seller,  instead  of  being  com- 
pelled to  deliver  middling  cotton,  is  allowed  to  tender  other 
grades  in  lieu  of  middling.  The  natural  and  equitable  arrange- 
ment obviously  would  be  that  these  other  grades  should  be  ten- 
dered only  at  their  true  relative  value  as  compared  with  the 
basis  grade,  middling;  in  fact,  no  other  arrangement  appears 
to  have  been  seriously  considered  during  the  first  twenty  years 
of  future  trading  in  cotton.  The  very  term  '^basis  middling'' 
means,  of  course,  that  the  other  grades  are  to  be  delivered  at 
differences  relative  to  middling.     The  question  naturally  arises* 
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What  better  differences  could  be  used  than  those  established 
by  actual  transactions  in  the  various  grades  in  the  spot  market? 
It  is  probably  safe  to  say  that  any  proposition  to  estabUsh  con- 
tract differences  on  any  other  basis  would  have  been  rejected  as 
absurd  at  the  time  that  future  trading  in  cotton  was  commenced. 

The  application  of  fixed  differences  to  a  basis  contract  is  especially 
objectionable  because^  when  any  particular  grade  of  cotton  becomes 
overvalued,  there  is  a  great  inducement  before  the  contract  seller  to 
scour  the  country  for  the  purpose  of  gathering  up  such  overvalued 
grades  and  tendering  them  to  the  buyer  at  the  false  valuation.  A  con- 
tract  which  thus  confers  an  advantage  upon  one  party  as  the  result  of 
ah  arbitrary  provision  clearly  is  inequitable,  and,  as  stated  in  Part  I 
of  this  report,  the  inequity  is  not  overcome  by  merely  stating  that  the 
terms  of  the  contract  are  known  to  both  parties.  In  other  words, 
differences  fixed  for  ten  months  or  even  for  two  months  inject  into 
the  contract  a  gambling  element,  whereas  it  should  be  the  effort  of 
the  exchange  to  eliminate  such  gambUng  feature.  They  add  an 
unnecessary  element  of  complexity  to  calculations  of  buyers  (and 
at  times  to  the  calculations  of  sellers  as  well),  whereas  the  function  of 
an  exchange  is  to  simpUfy  conditions.  Furthermore,  fixed  differences 
obviously  tend  to  give  trading  in  future  contracts  more  or  less  of 
the  aspect  of  a  mere  game,  which  is  played  by  set  rules  and  not 
governed  by  conditions  of  supply  and  demand. 

The  application  of  fixed  differences  to  a  basis  contract,  therefore, 
artificially  confers  upon  the  seller  an  enormous  advantage,  and  an  ad- 
vantage which,  in  view  of  the  complete  option  of  the  seller  as  to  the 
selection  of  grades  for  delivery,  is  distinctly  unjust.  That  the  effect 
of  fixed  differences  has  been  to  make  the  New  York  market  a  seller's 
market  rather  than  a  buyer's  market  is  not  only  a  general  belief 
among  cotton  producers,  but  is,  moreover,  admitted  by  members 
of  the  New  York  Cotton  Exchange  itself.  Thus,  at  a  session  of  the 
special  committee  of  the  New  York  Cotton  Exchange,  a  member  of 
the  exchange,  when  asked  whether  he  considered  the  suggestion  of 
permanent  differences  based  on  so-called  spinning  values*  worthy 
of  consideration,  replied: 

I  certainly  think  that  in  this  matter  everything  is  worthy  of 
consideration,  because  it  would  be  just  as  detrimental  to  the 
New  York  Cotton  Exchange  to  make  this  a  buyer's  contract  as 
it  would  be  to  make  it  a  seUer's  contract — such  as  it  has  been  for 
the  last  eighteen  years. 

Again,  at  another  session  of  the  committee  another  member,  when 
asked  whether  he  considered  the  New  York  contract  a  buyer's  or  a 
seUer's  contract,  said: 

I  consider  it  a  seller's  contract,  that  is,  it  gives  the  advantage 
to  the  seller;  I  speak  not  from  the  speculator's  standpoint;  I 
eliminate  him  altogether;  I  speak  from  the  standpoint  of  the 

a  See  Chapter  V. 
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original  producer,  and  the  final  consumer,  and  as  between  those 
two 

Q.  That  is  not  the  question  I  asked. 

A.  It  is  a  seller's  contract. 

Rule  of  caveat  emptor  not  applicable  to  all  executory 
CONTRACTS. — The  rule  of  caveat  emptor  (\et  the  buyer  beware) 
obviously  implies  that  the  buyer  has  an  opportunity  to  beware; 
but  this  opportunity  does  not  exist  in  the  case  of  many  executory 
contracts.  Certainly  it  does  not  exist  in  the  case  of  the  fixed- 
difference  contract  of  the  New  York  Cotton  Exchange.  As  stated 
on  page  15  of  the  Summary  of  Part  I  of  this  report: 

An  especially  fallacious  element  in  this  argument  that  errors 
in  differences  can  be  automatically  correctecf  is  that  it  assumes 
that  the  buyer  knows,  approximately,  at  the  time  he  buys  the 
contract,  what  grades  are  to  be  delivered  to  him  months  later. 
The  argument  is  that  the  surplus  grades  of  the  crop  will  be 
tendered  on  contract,  and  that  the  buyer  will  reduce  his  bids  for 
contracts  sufficiently  to  offset  the  effect  of  any  errors  in  differ- 
ences for  such  surplus  grades.  As  a  matter  of  fact,  although 
the  surplus  grades  generally  constitute  the  bulk  of  deliveries, 
these  surplus  grades  comprise  a  rather  wide  range,  while  odd 
lots  of  other  grades  are  often  delivered.  A  more  important 
point  is  that  contracts  are  purchased  in  great  number^  before 
the  crop  is  gathered,  and  that  on  account  of  changes  in  weather 
the  general  character  of  a  crop,  and  consequently  of  the  surplus 
grades,  may  prove  entirely  different  from  what  was  expectea  at 
the  time  contracts  were  purchased. 

Moreover,  a  buyer  of  future  contracts  on  the  New  York  Cotton 
Exchange,  while  knowing  that  the  differences  may  be  changed  by  a 
revision  committee  on  two  specific  dates  of  each  year,  can  not,  par- 
ticularly in  the  absence  of  some  definite  rule  prescribing  the  duties 
of  the  revision  committee,  anticipate  with  any  degree  of  certainty 
what  the  action  of  this  committee  will  be.  It  will  be  seen,  therefore, 
that  the  buyer  has  no  real  means  for  protecting  himself  in  the  way 
that  the  phrase  "  caveat  emptor"  suggests. 

The  following  excerpt  from  Parsons  on  Contracts,  Volume  I,  pages 
602,  603,  is  to  the  point: 

A  sale  of  goods  to  arrive  imports  that  they  are  merchantable 
and  conformable  generally  in  tneir  condition  and  appearance  to 
that  which  would  oe  understood  by  the  trade  from  tne  terms  of 
description  used  in  the  contract ;  for  the  contract  being  conditional 
and  executory  the  rule  of  the  common  law,  caveat  emptor^  does  not 
apply,  hut  rather  the  rule  of  the  civU  law,  caveat  venditor  [let  the 
I  seller  beware],^ 

j  EQurrr  of  compelling  the  seller  to  bear  risk  op  changes 

IN  differences. — ^The  underlying  principle  of  both  the  rule  of  caveat 
emptor  and  that  of  caveat  venditor  is  that  this  risk  of  changes  should 

o  Italics  by  Bureau. 
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fall  upon  the  real  owner  of  the  goods.  In  the  case  of  a  basis  contract, 
there  is  no  title  to  the  goods  in  the  buyer  up  to  the  actual  moment  of 
delivery,  since  up  to  that  time  the  seller  has  the  right  to  select  any 
grades  within  the  tenderable  range  which  it  may  suit  his  convenience 
to  deliver.  Two  days  before  delivery  he  may  have  intended  to  deliver 
certain  grades,  and  yet  in  making  the  actual  deUvery  he  may  deliver 
entirely  diflFerent  grades.  Therefore  he  clearly  is  the  owner.  The 
general  rule  of  law  on  this  point  is  as  follows:  ** 

Sale  of  chattels  not  specific — Generai  rule, — ^When  the  agree- 
ment of  sale  ia  for  a  thing  not  specified,  as  of  an  article  to  be 
manufactured  or  of  a  qprtain  quantity  of  goods  in  general,  with- 
out specific  identification  of  them,  or  an  *^ appropriation"  of 
them  to  the  contract,  as  it  is  technically  termed,  the  contract  is 
executory  and  the  property  does  not  pass. 

The  owner  under  a  basis  cotton  contract,  imder  the  terms  of  which 
no  specific  cotton  is  set  aside  and  no  appropriation  made  until  the 
actual  moment  of  deUvery ,  clearly  is  not  the  buyer.  However,  since 
the  price  of  one  grade,  middling  cotton,  is  distinctly  specified  in  the 
contract,  the  risk  of  changes  in  that  grade  properly  falls  upon  the 
buyer. 

This  risk,  however,  is  a  very  different  matter  from  the  risk  resulting 
from  fluctuations  in  the  relative  values  of  a  large  number  of  different 
grades ;  these  latter  risks  clearly  are  an  incident  of  ownership. 

It  follows  that  the  risk  of  changes  in  grade  differences  properly 
falls  upon  the  seller.  The  justice  of  this  proposition  was  clearly 
set  forth  by  several  witnesses  who  appeared  before  the  New  York 
special  committee.  Thus,  one  witness  pointed  out  that  since  a 
man  who  owned  good  middling  cotton  would  certainly  reap  the 
benefit  of  any  advance  in  that  grade,  if  he  held  it,  he  should  likewise 
be  the  one  to  take  the  risk  of  decline.  A  similar  position  was  taken 
by  another  witness,  who,  when  asked  who  should  bear  the  risk  of 
adverse  changes  in  grade  differences,  stated  that  these  risks  should 
fall  upon  the  owner,  even  though  the  owners  might  be  the  producers, 
**  just  as  they  would  be  the  beneficiaries  in  a  contrary  position. '^ 

Section  3.  Claim  that  fixed  differences  shift  risks  from  American  pro- 
dncer  to  foreign  bnyer. 

In  a  further  effort  to  defend  the  fixed-difference  system,  the  argu- 
ment has  been  advanced  that  commercial  differences  have  a  tend- 
ency to  throw  the  entire  risk  of  depreciation  in  the  value  of  surplus 
grades  of  cotton  upon  the  American  producer,  whereas  fixed  differ- 
ences, it  is  contended,  distribute  this  risk  and  throw  it  largely  upon 
foreign  buyers. 

Fallacy  of  this  claim. — ^This  claim  that  it  is  possible  for  the 
American  producer  to  throw  the  risk  of  depreciation  resulting  from 

o  American  and  English  Encyclopedia  of  I-aw,  vol.  24,  p.  1054. 
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an  excessive  crop,  or  of  an  excessive  supply  of  certain  grades,  upon 
the  foreign  buyer  is  entirely  unwarranted.  It  implies  that  the  prin- 
cipal purchasers  of  hedge  contracts  in  New  York  are  foreign  inter- 
ests. As  a  matter  of  fact,  there  is  no  such  preponderance  of  pur- 
chases by  foreigners.  A  great  many  foreign  interests  use  that  market 
very  extensively  for  selUng  hedges.  Thus,  importers  of  cotton  into 
Great  Britain  frequently  use  the  New  York  market  for  their  selling 
hedges.  British  spinners  likewise  often  sell  extensively  against  man- 
ufactured yams.  Moreover,  spinners  in  the  Far  East  frequently 
make  very  heavy  hedge  sales  in  New  York  against  stocks  of  cotton 
and  stocks  of  yam.  Testimony  before  the  special  committee  of  the 
New  York  exchange  showed  that  the  use  of  the  New  York  market  for 
selling  hedges  by  such  far  eastern  interests  was  veiy  general.  Still 
again,  many  domestic  spinners  who  hedge  on  the  exchange  at  all  use 
chiefly  a  selling  hedge.  This  is  especially  true  of  those  spinners  having 
ample  capital,  and  who  are  thus  able  early  in  the  season  to  accumu- 
late a  large  stock  of  cotton  in  anticipation  of  their  needs.  Having 
accumulated  such  a  supply,  such  spinners  frequently  hedge  by  selling 
future  contracts  in  the  New  York  market. 

It  is  the  American  cotton  merchant  rather  than  the  foreigner  who 
chiefly  desires  to  use  the  New  York  cotton  market  for  hedging  pur- 
chases. A  great  many  spinners,  both  in  this  country  and  abroad, 
do  not  use  the  exchange  contract  for  hedging  purposes  at  all,  be- 
cause they  obtain  their  supplies  of  actual  cotton  through  specific 
contracts  with  spot  cotton  merchants,  and  therefore  do  not  require 
any  other  hedge,  provided  they  have  already  sold  goods  against  the 
cotton  thus  purchased.  Such  spinners  supply  their  needs  chiefly 
through  American  cotton  merchants.  It  will  be  seen,  therefore,  that 
it  is  the  American  cotton  merchant  who  particularly  needs  the  pro- 
tection of  a  buying  hedge  in  such  forward  commitments  with  spin- 
ners. The  failure  of  the  New  York  market  to  supply  a  satisfactory 
buyer's  hedge  was  conclusively  demonstrated  in  the  season  of  1906-7, 
when  the  losses  of  American  cotton  merchants  on  buying  hedges  were 
simply  enormous."  Therefore,  instead  of  distributing  these  risks 
among  foreign  buyers,  as  the  argument  above  discussed  suggests,  the 
fixed-difference  system  really  throws  these  losses  very  largely  upon 
the  American  cotton  merchant. 

It  is  exceedingly  unjust  for  the  New  York  Cotton  Exchange  so  to 
frame  its  rules  as  to  permit  the  selling  merchant  or  foreign  spinner 
arbitrarily  to  escape  his  share  of  the  risk  of  fluctuations  in  value 
by  deliberately  throwing  it  on  the  hedge  buyer.  It  is  particularly 
unjust,  since  the  cotton  merchant  who  buys  a  hedge  is  disposed  to 
fulfill  his  important  function  of  supplying  the  spinner  with  specific 

oSee  Part  I,  pages  140-147. 
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grades  of  cotton  only  on  condition  that  he  can  secure  protection  with 
respect  to  the  basis  grade  by  hedging  on  an  exchange. 

If  the  producer  raises  an  excessive  supply  of  cotton  it  is  only  rea- 
sonable that  he  should  be  forced  to  take  for  his  crop  a  correspondingly 
lower  price.  To  the  extent  that  speculators  are  willing  to  step  in 
and  aiford  the  producer  an  opportunity  to  sell  ahead  against  his  crop 
before  the  price  reaches  a  level  warranted  by  subsequent  conditions  of 
supply  and  demand,  the  case  is  different.  But  as  between  the  pro- 
ducer and  the  spinner,  whether  that  spinner  be  an  American  or  a 
foreigner,  there  is  no  justification  for  relieving  the  producer  at  the 
expense  of  such  spinner.  If  it  be  admitted  that  the  spinner  should 
be  forced  to  bear  this  disadvantage  of  a  surplus  production,  the  con- 
verse certainly  should  hold  that  in  the  case  of  a  short  crop  or  a 
deficient  supply  of  desired  grades,  such  as  occurred  in  the  season  of 
1906-7,  the  spinner  should  not  be  forced  to  pay  an  advanced  price 
for  such  grades.  Both  propositions  are  fundamentally  in  conflict  with 
the  law  of  supply  and  demand. 

Impossibility  of  believing  producer  of  all  bisk  of  changes 
IN  grade  differences. — It  should  be  pointed  out,  moreover,  that 
the  increase  of  risk  which  follows  from  the  use  of  fixed  differences 
does  not  really  reUeve  the  producer.  The  theory  advanced  above 
that  the  producer  can  throw  this  risk  upon  the  buyer,  and  particu- 
larly upon  the  foreign  buyer,  really  implies  that  by  means  of  over- 
valuing differences  the  American  producer  can  get  more  for  certain 
grades  than  their  value  in  the  spot  market.  This,  as  a  general  propo- 
sition, is  of  course  a  mistake. 

It  is  true  that  to  a  very  limited  extent  producers  or  spot-cotton 
merchants  can  thus  sell  contracts  under  which  certain  grades  are 
overvalued  by  means  of  incorrect  differences,  and  later  dehver  cotton 
which  can  be  obtained  in  the  market  at  the  current  commercial  differ- 
ences. To  this  extent  it  may  be  said  that  such  false  differences  do 
afford  an  opportunity  for  the  producer  or  the  seller  to  escape  risks. 
But,  as  shown  clearly  in  Part  I  of  the  Bureau's  report,  the  oppor- 
tunity for  obtaining  any  such  profit  is  speedily  eliminated  by  a  read- 
justment of  the  contract  price  to  correct  the  error  in  the  differences. 
The  history  of  the  New  York  contract  market  shows  that  efforts  to 
reap  such  undeserved  profits  have  been  very  speedily  followed  by  de- 
preciation in  the  contract  price.  Thus,  a  merchant  having  cotton  on 
hand  in  December,  1906,  against  which  he  desired  to  sell  a  hedge  in 
New  York,  instead  of  being  able  to  hedge  his  cotton  at  a  normal  price 
relatively  to  middUng,  was  forced  to  sell  basis  contracts  at  a  price  far 
below  the  normal  parity  with  spot  middling.  If  he  was  unable  to 
dehver  his  cotton  or  if  he  desired  to  sell  it  in  the  spot  market,  he  ran 
the  risk  that  he  might  be  severely  squeezed  when  he  ''covered"  his 
contract  sales. 
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The  result  of  this  condition  is  that  a  market  using  the  fixed-differ- 
ence system,  aside  from  being  an  exceedingly  dangerous  market  for 
the  contract  buyer,  is  really  not  a  satisfactory  market  for  the  ordinary 
seller  of  contracts.  Although  the  contract  price,  having  once  gone 
to  a  heavy  discoimt,  may  remain  there,  there  is  always  danger  that 
it  may  return  to  a  more  nearly  normal  relationship  with  the  spot 
price  of  middling,  in  which  case  those  who  sold  when  the  discount  was 
abnormally  great  may  be  seriously  injured.  This  is  particularly  true 
of  speculative  sellers.  It  is  also  true,  however,  of  many  sellers  of 
hedges.  Although  in  theory  the  seller  of  a  hedge  can  protect  himself 
by  deUvering  his  cotton  (provided  he  completes  his  entire  transaction 
between  two  revision  dates),  practically  many  sellers  of  hedges  do 
not  wish  to  part  with  their  cotton  by  deUvering  it  on  contract,  but 
instead  desire  to  use  the  future  market  entirely  by  itself,  shipping 
their  cotton,  which  they  may  have  gone  to  considerable  trouble  to 
gather,  to  their  customers,  making  good  any  loss  on  such  shipments 
by  a  corresponding  profit  on  their  exchange  transaction. 

It  will  be  seen,  therefore,  as  emphasized  in  Part  I  of  the  Bureau's 
report,  that  the  fixed-difference  system  works  to  the  advantage  of  only 
a  limited  number  of  speculative  experts,  who  are  best  able,  either  on 
account  of  their  resources  or  their  skill,  to  foresee  probable  changes  in 
market  conditions,  and  gives  such  experts  a  very  great  and  unwar- 
ranted advantage  over  the  trading  community  as  a  whole.  As  stated 
in  the  letter  of  submittal  of  Part  I,  page  xix: 

Fixed  differences  are  an  attempt  substantially  to  render  future 
transactions  a  ''sure  thing"  for  a  limited  class  of  speculative 
experts.     *    *     * 

The  law  of  supply  and  demand,  unable  to  work  directlv  on 
these  fijced  differences,  works  itself  out  indirectly  on  the  basis 

i)rice  of  the  contract;  but  this  indirect  action  results  in  great 
OSS  to  a  vast  body  of  persons  who  are  not  experts  and  who  do 
not  understand  this  artificial  machinery  or  its  results.  By 
compelling  operators  in  futures  to  consider  probable  conflicte 
between  the  two  sets  of  differences,  as  well  as  possible  variations 
in  the  price  of  middling  cotton  itself,  an  unnecessary  increase  in 
trading  risks  is  introduced.  This  is  clearly  an  evil.  The  system 
results  in  shifting  the  burden  of  risk  from  a  hmited  class  of 
experts  to  a  nonspeculative  class,  or  to  those  ignorant  of  the 
working  of  the  system.  A  premium  is  thus  put  on  intelligence 
applied  to  artificial  conditions,  which  of  course  is  of  no  service 
to  the  pubUc,  rather  than  on  intelligence  applied  solely  to  fore- 
casting the  actual  conditions  of  supply  and  demand.^  In  the 
same  way,  the  system  tends  to  shiit  the  burden  of  risk  from 
sellers  upon  buyers. 

Overvaluation  of  surplus  grades  by  fixed  differences 
REALLY  injurious  TO  THE  PRODUCER. — Instead  of  benefiting  the  pro- 
ducer, as  many  of  its  advocates  claim,  the  fixed-difference  system 
really  injures  him.    The  argument  that  fixed  differences  enable  the 
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producer  to  sell  his  surplus  grades  at  excessive  values  has  been  proved 
fallacious.  It  has  been  shown  that  any  undue  profit  thus  apparently 
offered  is  speedily  offset  by  a  decline  in  the  basis  contract  price  itself. 
Such  abnormal  discounts  in  the  contract  price,  as  clearly  shown  in  Chap- 
ter II,  tend  to  some  extent  to  depress  the  price  of  spot  cotton.  Such 
abnormal  discounts  affect  practically  every  grade  sold  by  the  farmer, 
whereas  the  overvaluing  differences  as  a  rule  affect  only  a  few  grades, 
or  in  any  event  only  a  portion  of  the  deliverable  grades.  Therefore, 
as  a  penalty  for  the  apparent  opportunity  of  being  able  to  seU  a  few 
surplus  grades  at  an  undeserved  overvaluation  relative  to  middling, 
the  producer  really  may  be  forced  to  sell  practically  all  his  crop  at  a 
lower  price  than  he  would  otherwise  have  to  accept.  Of  course  an 
individual  grower  whose  crop  happened  to  consist  chiefly  of  the  over- 
valued grades  might  profit.  Clearly,  however,  such  an  accidental  cir- 
cumstance is  no  argument  in  favor  of  overvaluing  differences. 

If  the  New  York  Cotton  Exchange  really  undertook  to  guarantee 
that  the  producer  could  dispose  of  his  cotton  at  the  artificial  differ- 
ences named  by  its  revision  committees,  and  to  assmne  some  financial 
responsibility  in  the  matter,  the  case  would  be  different.  Of  course 
the  exchange  does  nothing  of  the  kind,  and  it  could  do  nothing  of 
the  kind.  The  proper  business  of  a  cotton  exchange  as  an  in- 
stitution is  to  see  that  trading  in  cotton  and  in  future  contracts 
shall  be  conducted  under  rules  which  are  equitable  for  all  alike,  and 
which  afford  free  operation  for  the  natural  law  of  supply  and  demand. 
There  is  no  more  reason  why  the  New  York  Cotton  Exchange  should 
attempt  to  act  as  a  guardian  for  the  producer  than  that  it  should  take 
a  similar  attitude  toward  the  spinner  or  toward  the  broker. 

The  argument  that  the  fixed-difference  system  tends  to  relieve  the 
cotton  producer  of  the  risk  of  depreciation  in  the  value  of  surplus 
grades,  as  advanced  by  advocates  of  fixed  differences,  will  be  found 
when  carefully  analyzed  to  be  largely  a  plea  for  relieving  holders  of 
these  surplus  grades  of  the  risk  of  changes  in  the  differences  for  these 
at  the  expense  of  buyers  of  contracts.  They  virtually  contend  that 
it  is  unjust  to  the  seller,  in  the  case  of  grades  in  inactive  demand  and 
for  which  the  differences  on  or  off  may  be  unusually  narrow  or  wide 
for  the  time  being,  to  fix  the  contract  differences  on  the  conmiercial 
basis.  They  argue  that  this  is  slaughtering  the  market,  since  the 
unusual  depression  of  these  surplus  grades  may  be  only  temporary. 
Such  an  argument  really  is  tantamount  to  a  contention  that  a  cotton- 
exchange  contract  should  be  used  to  permit  holders  of  such  inactive 
grades  to  dump  such  cotton  on  the  buyer  of  contracts  at  what  is  really 
a  false  valuation.  This  argument  indicates  a  mistaken  conception 
of  the  proper  function  of  an  exchange.  The  carrying  of  a  surplus 
stock  of  inactive  grades  over  a  period  when  they  are  not  wanted  is  a 
risk  that  properly  falls  on  the  owner  of  the  cotton.    The  owner  must 
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make  up  his  mind  either  to  hold  this  cotton  or  to  let  it  go.  If  he 
decides  to  hold  it,  and  if  he  is  correct  in  his  asswnption  that  later  it 
will  conmiand  a  higher  price  relative  to  middling,  he  is  not  hurt 
in  case  the  contract  differences  are  from  time  to  time  during  this 
interval  changed  to  correspond  with  the  current  value  of  the  cotton. 
If,  on  the  other  hand,  he  is  mistaken  in  his  judgment  and  finds  that  by 
the  time  he  is  ready  to  sell  his  cotton  the  differences  have  not  changed 
as  he  anticipated,  he  clearly  should  bear  the  loss  involved  in  his  mis- 
take in  forecasting  market  conditions. 

To  state  the  case  in  a  nutshell,  if  a  holder  of  spot  cotton  is  unable  to 
carry  it  and  has  to  sell  it  in  the  spot  market  he  can  obtain  for  the  grades 
other  than  middling  only  the  real  market  differences  existing  at  the 
time  he  sells.  Similarly,  if  he  has  sold  contracts  against  this  cotton 
on  an  exchange  and  makes  the  delivery,  it  should  be  clear  that  he  has 
no  right  to  expect  more  than  the  actual  differences  existing  at  the 
time  of  such  delivery.  The  same  rule  should  govern  in  both  cases  in 
so  far  as  grade  differences  are  concerned. 

Of  course,  with  respect  to  the  major  fluctuation  in  values  as  re- 
corded by  middling  cotton,  the  contract  affords  the  seller  protection, 
but  as  repeatedly  pointed  out,  the  seller  can  not  justly  expect  addi- 
tional protection  with  respect  to  the  changes  in  differences  for  the 
grades  other  than  middling  under  a  basis  contract,  since  the  method 
used  by  the  New  York  Cotton  Exchange  to  relieve  him  of  this  par- 
ticular risk  results  in  great  injustice  to  the  buyer,  and  also  impairs  the 
usefulness  of  the  future  market  for  all  other  interests. 

It  should,  of  course,  be  understood  that  the  Bureau  is  not  con- 
tending that  a  cotton  exchange  is  justified  in  arbitrarily  changing  spot 
quotations  or  the  contract  differences  for  surplus  grades,  with  a  view  to 
forcing  a  parity  between  the  spot  and  the  contract  price.  On  the 
contrary,  the  spot  quotations  clearly  should  be  a  faithful  reflection  of 
the  actual  transactions  of  the  day.  If,  however,  business  in  certain 
grades  becomes  confined  to  peddling  lots  of  5,  10,  or  16  bales,  such 
spot  quotations  really  cease  to  indicate  the  true  commercial  differ- 
ences. As  pointed  out  later,  however,  there  is  no  serious  difficulty  in 
arriving  at  a  fair  and  representative  commercial  difference  for  a  grade 
not  actually  dealt  in  at  the  moment.* 

Alleged  distribution  of  risks  really  a  multiplication  op 
RISKS. — ^A  further  fallacy  involved  in  this  defense  of  the  New  York 
system  is  that,  far  from  a  distribution  of  risks,  as  the  argument  sug- 
gests, there  is  really  an  unnecessary  and  arbitrary  multiplication  of 
risks.  Assume,  for  instance,  that  low  middling  cotton  is  overvalued 
bv  the  New  York  contract  differences  to  the  extent  of  half  a  cent,  and 
that  a  million  bales  of  low  middling  cotton  are  produced  in  a  given 

crop.     The  maximum  gain  to  the  producer  would  be  obtained  by 

^  ^  — ^^^^^^^^ii^-i^^^..^^^.^  — ^— ii^^— ^— ^j^i^— ^^.1^1— ^»»^i^— — ^— _-^^»^^ 

»  See  pages  246-248. 
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selling  contracts  against  this  million  bales  before  the  basis  price 
declined;  in  which  case  it  is  true  that  he  would  realize  one-half  cent  a 
pound  on  the  million  bales — or,  say,  roughly,  $2,500,000 — more  than 
he  could  obtain  by  selling  it  at  the  true  commercial  difference.  Or, 
to  state  the  case  differently,  this  would  be  the  maximum  relative  loss 
which  the  producer  would  suffer  if  he  were  forced  to  sell  his  cotton  at 
the  current  market  differences  instead  of  at  the  overvaluing  differences. 
As  a  matter  of  fact,  this  is  not  properly  to  be  termed  a  loss,  for  the 
reason  above  shown,  that  this  is  a  normal  risk  which  the  producer,  or 
other  seller,  must  expect  in  a  large  measure  to  bear.  On  the  other 
hand,  if  this  risk  is  injected  into  the  contract  by  means  of  such  over- 
valuing differences,  it  tends  sooner  or  later  to  depreciate  the  price  of 
every  outstanding  contract  in  the  market.  Such  contracts  are  sold 
not  merely  against  the  1 ,000,000  bales  of  low  middling  cotton  which 
happen  to  be  overvalued,  but  against  the  entire  crop;  and  in  the 
aggregate  the  volume  of  such  contracts  may  be  five,  ten,  or  twenty 
times  the  amount  of  the  low  middling  cotton  produced.  But  the 
decline  in  the  basis  contract  forced  as  a  result  of  this  arbitrary  condi- 
tion affects  the  value  of  every  one  of  these  outstanding  contracts. 
Moreover,  the  full  amount  of  the  error  is  eventually  reflected  in  every 
contract  outstanding  at  the  time,  and  is  not  minimized  in  proportion 
to  the  number  of  contracts.  Furthermore,  it  is  not  necessary  that  the 
entire  amount  of  low  middling  cotton  thus  overvalued  be  delivered  on 
contract  in  order  to  produce  tlib  disastrous  result.  Instead,  the  cer- 
tainty that  a  moderate  quantity  of  such  cotton  will  be  delivered,  or 
even  the  possibility  that  it  may  be  delivered,  must  necessarily  influence 
the  prospective  buyer  to  lower  his  bid  in  order  to  protect  himself. 
It  follows  that  the  overvaluation  of  a  relatively  insignificant  propor- 
tion of  the  crop  may  depress  the  value  of  every  outstanding  contract 
in  the  future  market.  Clearly,  this  is  in  no  sense  a  division  of  risks 
such  as  is  implied  by  the  insurance  theory  of  hedging  referred  to  in 
Chapter  III.  Instead,  it  is  a  multiplication  of  risks.  Any  such 
method  of  arbitrarily  and  unnecessarily  increasing  risk  is  wholly 
unjustifiable;  it  is  particularly  so  because  the  risk,  as  shown,  is  taken 
from  those  who  under  a  basis  contract  really  ought  to  bear  it  and 
thrown  upon  those  who  should  escape  it. 
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CHAPTER  V. 
PEBMAITEITT  DIFFEBENGES. 

Section  1.  Spinning  onttnrn  proposed  as  a  basis  for  snch  differences. 

It  is  clear  that  the  arbitrary  fixing  of  differences  twice  a  year  per- 
mitted under  the  present  by-laws  of  the  New  York  Cotton  Exchange 
is  inequitable  and  uncommercial.  This  is,  indeed,  admitted  by 
some  who  have  in  the  past  been  staunch  defenders  of  the  existing 
system.  Thus,  a  member  of  the  special  committee  of  the  New  York 
Cotton  Exchange,  in  replying  to  a  witness  who  contended  that  the 
very  fact  that  the  exchange  provided  for  a  revision  committee 
implied  that  when  a  change  occurred  in  the  commercial  differences 
the  contract  differences  should  be  changed  also,  said: 

I  thoroughly  agree  with  your  argument,  which  I  think  is 
perfectly  sound.  The  arbitrary  fixing  of  differences  is,  in  my 
opinion,  indefensible.  I  am  speaking  now  from  my  own  per- 
sonal point  of  view,  and  not  for  the  committee  as  awhole;  out 
the  arbitrary  fixing  of  differences  is,  in  my  opinion,  wholly  inde- 
fensible, and  if  you  are  going  to  fix  differences  at  all  they  must 
be  fixed  on  the  relative  spinning  values  of  the  cotton.     I  further 

Xee  with  you  that  there  is  in  our  j>resent  situation  an  inherent 
gicality.  I  think  your  argument  is  perfectly  sound,  that  if  we 
have  our  revision  committee  meeting  as  it  does  now  and  changing 
differences  according  to  its  idea  of  the  relative  values  to-day  and  for 
the  next  few  months,  of  the  different  grades  of  cotton,  there  is  no 
escape  from  the  conclusion  that  the  rexnsion  committee  ou^ht  to  meet 
whenever  there  is  a  change,  and  ought  to  make  that  change.^ 

Instead,  however,  of  arguing  for  a  return  to  frequent  revisions 
this  member  of  the  committee  was  inclined  to  advocate  the  establish- 
ment of  permanent  percentage  differences. 

When  the  proposition  for  permanent  differences  was  first  dis- 
cussed in  the  cotton  trade,  it  was  generally  contemplated  that  such 
differences  would  be  expressed  in  certain  absolute  amounts  per  pound. 
It  was  soon  seen,  however,  that  any  such  system  would  be  wholly 
indefensible,  since  a  difference  of  2  J  cents  off  for  good  ordinary,  for 
instance,  which  might  be  substantially  close  to  the  true  conmiercial 
difference  with  cotton  at  10  cents,  probably  would  be  absurdly  large 
if  middling  cotton  should  decline  to  5  cents,  and  possibly  too  small 
if  middling  cotton  should  advance  to,  say,  15  or  20  cents.  As  a 
substitute  for  such  permanent  differences  of  absolute  amount,  there- 
fore, the  suggestion  was  advanced  that  these  differences  be  expressed 

o  Italics  by  Bureau. 
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in  fixed  percentages  of  the  middling  price,  such  percentages  to  be 
based  substantially  upon  the  relative  amounts  of  waste  in  the  vari- 
ous grades  of  cotton,  as  explained  in  section  2  of  this  chapter. 

This  proposition  for  permanent  differences  established  on  a  per- 
centage basis  is  at  first  sight  an  attractive  one.  One  of  the  principal 
advantages  claimed  for  it  is  that  it  would  avoid  the  controversies 
over  contract  diflFerences  which  so  frequently  occur  under  the  com- 
mercial-difference system,  and  especially  that  it  would  avoid  any 
danger  of  abuse  of  power  by  revision  committees;  under  such  a  sys- 
tem a  revision  committee  would,  of  course,  no  longer  be  needed. 

Another  ground  on  which  such  permanent  differences  are  advo- 
cated is  that  just  discussed  in  the  preceding  chapter,  that  it  is  impera- 
tive that  the  seller  have  a  calculable  contract.  The  untenable  char- 
acter of  this  argument  was  fully  exposed.  Still  another  argument, 
which  is  virtually  a  development  of  this  claim  that  the  seller  must 
have  a  calculable  contract,  is  that  such  differences  tend  to  protect 
the  producer  of  cotton  against  loss  resulting  from  an  oversupply 
of  certain  grades.  In  this  connection  a  member  of  the  special  com- 
mittee of  the  New  York  Cotton  Exchange  said: 

As  I  understand  it,  this  constant  revision  of  differences 
means  that  any  loss  that  may  arise  from  a  widening  of  the  differ- 
ences on  the  low  grades,  or  a  narrowing  of  the  differences  on 
the  high  grades,  must  fall  either  on  the  man  who  has  bought 
some  cotton  in  the  South,  and  who  has  it  in  transit  somewhere, 
or  else  must  fall  on  the  producer  of  cotton,  who  has  that  low- 
grade  cotton  on  hand.  In  other  words,  the  adoption  of  this 
svstem  throws  the  entire  economic  loss  due  to  a  bad  season 
*  *  *  upon  the  southern  shippers  or  upon  the  producers  of 
cotton  in  tne  South.  *  *  *  jf  ^e  adopt  a  system  of  daily 
revisions  of  differences,  we  have  to  face  the  fact  that  the  men 
who  are  going  to  lose  the  money  caused  by  a  bad  storm,  or 
caused  by  a  widening  of  the  differences  for  any  reason,  are  solely 
the  merchants  in  the  South  who  have  the  cotton  in  transit,  and 
which  has  not  yet  been  valued,  and  will  not  be  valued  until  it 
arrives  here,  or  upon  the  producers  of  the  cotton  who  have  not 
yet  sold  it. 

It  will  be  seen,  therefore,  that  the  principal  arguments  in  favor  of 
permanently  fixed  differences  are  substantially  those  advanced  in 
support  of  the  present  New  York  system,  except  for  the  obvious  fact 
that  permanent  differences,  since  they  do  away  with  all  changes, 
necessarily  prevent  any  improper  manipulation  of  such  differences. 

As  shown  later,  while  permanent  differences  would  avoid  this  par- 
ticular source  of  complaint  they  would  certainly  be  productive  of 
other  evils.  If  permanent  differences  could  be  so  established  on 
a  commercial  basis  as  to  do  justice  to  both  buyer  and  seller  they 
would,  of  course,  be  ideal.  There  is  no  reason  to  believe  that  any 
such  result  can  be  brought  about.  The  inevitable  changes  in  com- 
mercial differences  are  in  conflict  with  any  idea  of  permanency. 
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Section  2.  DeterminatioiL  of  contract  differences  on  basis  of  spinning  out- 
turn impracticable. 

The  proposition  for  the  adoption  of  percentage  or  so-called  '*  spin- 
ning" differences  was  discussed  in  Part  I  of  the  Bureau's  report. 
This  proposition  was  apparently  based  on  the  assumption  that  the 
various  grades  of  white  cotton  differ  in  spinning  value  chiefly  on  ac- 
count of  the  varying  amounts  of  waste — in  other  words,  because  of 
the  varying  proportions  of  leaf  and  foreign  matter  mixed  with  the 
fiber.  The  proportion  of  such  foreign  matter  is,  of  course,  supposed 
to  be  substantially  constant  for  all  bales  of  a  given  grade.  Conse- 
sequently,  there  should  be  a  fairly  constant  relationship  between 
these  proportions  of  waste  for  the  various  grades;  that  is  to  say,  if 
the  waste  in  the  case  of  middling  cotton  is  10  per  cent,  then  the  waste 
for  low  middling  might  be,  say,  14  or  15  per  cent  and  the  waste  for 
good  ordinary  18  or  20  per  cent.  If,  when  handled  under  the  same 
conditions  in  a  given  mill,  these  percentages  of  waste  did  not  stand 
in  a  fairly  fixed  relationship  to  each  other,  in  the  case  of  cotton  of  the 
same  crop  at  least,  this  would  mean  that  cotton  called  some  particu- 
lar grade  was  not  uniform  in  ^jharacter.  Of  course  there  are  rather 
marked  differences  between  various  bales  nominally  of  the  same 
grade,  but,  broadly  speaking,  the  proportion  of  waste  for  a  given 
grade  in  the  case  of  the  same  crop,  when  handled  in  mills  under  sub- 
stantiaUy  similar  conditions,  should  be  fairly  constant. 

The  proposition  for  permanent  percentage  differences  as  first  ad- 
vanced was  that  the  contract  differences  for  the  grades  other  than 
middling  should  be  established  in  the  same  ratio  as  these  percentages 
of  spinning  outturn.**  That  is  to  say,  if  low  middling  shows  a  net 
average  spinning  outturn  of,  say,  93  per  cent  of  middling,  then  the 
contract  difference  for  low  middling  should  at  all  times  be  7  per  cent 
off  the  basis  contract  price,  whatever  that  might  be.  Similarly,  if 
the  spinning  outturn  for  good  middling  is  106  per  cent  of  that  of  mid- 
dling, then  the  contract  difference  for  good  middling  should  at  all 
times  be  6  per  cent  on  the  price  of  middling  stipulated  in  the  contract. 

The  proposition  for  spinning  differences  as  first  suggested  by  its 
advocates,  therefore,  was  based  on  the  assumption  that  the  relative 
spinning  values  of  cotton  of  different  grades  were  accurately  meas- 
ured by  a  single  factor,  namely,  the  net  proportion  of  clean,  spinnable 
fiber  obtained  after  the  cotton  had  been  cleaned,  the  theory  being 
that  after  this  clean  fiber  had  been  obtained  it  could  be  used  indis- 
criminately without  reference  to  the  grade  from  which  it  was  se- 
cured, so  that  the  number  of  pounds  of  yarn  obtained  from  a  bale  of 
middling  and  the  number  of  poimds  obtained  from  a  bale  of  low  mid- 

a  Later,  eince  it  was  found  that  the  percentages  of  waste  alone  were  entirely  un- 
satisfactory, it  has  been  proposed  to  take  account  of  other  factors  (see  p.  108). 
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dling  would  be  in  the  same  ratio  as  the  amount  of  clean,  spinnable 
cotton  obtained  from  a  bale  of  middling  cotton  and  from  a  bide  of  low 
middling. 

Difficulty  of  ascebtaininq  what  the  relative  spinning  out- 
turns ARE. — ^At  the  outset  this  proposition  for  permanent  differences 
based  on  spinning  outturn  is  confronted  with  the  practical  con- 
sideration that  it  is  exceedingly  difficult  to  arrive  at  representative 
percentages  of  waste  for  the  respective  grades.  While,  as  just  stated, 
it  is  obvious  that  where  a  lot  of  cotton  of  a  given  grade  is  treated  in 
the  same  way  in  the  same  mill  by  the  same  kind  of  machinery,  the 
proportion  of  waste  should  be  substantially  the  same  for  all  bales,  and 
that  consequently  under  these  conditions  there  must  be  a  fairly 
constant  relationship  in  the  percentages  of  waste  for  cotton  of  dif- 
ferent grades,  the  methods  of  handling  cotton  in  different  mills,  the 
various  kinds  of  machinery  used,  and  the  purposes  for  which  the 
cotton  is  intended  vary  so  greatly  that  the  results  obtained  are  often 
widely  divergent.  This  was  very  clearly  brought  out  by  data  sub- 
mitted to  the  special  committee  of  the  New  York  Cotton  Exchange 
by  a  witness  who  had  secured  returns  from  a  large  number  of  mills. 
Figures  presented  by  this  witness  showed  very  marked  disparities  in 
the  percentages  of  waste.  Thus,  an  average  of  the  returns  for  Ten- 
nessee mills  for  low  middling  showed  a  waste  of  less  than  15  per  cent, 
while  a  similar  average  for  North  Carolina  mills  showed  nearly  18f 
per  cent.  On  the  other  hand,  the  average  for  Texas  was  only  13i 
per  cent.  In  the  same  way  the  averages  by  States  for  strict  good 
ordinary  ranged  from  1 5  to  25  per  cent.  These  figures,  it  may  be  noted, 
were  apparently  calculated  in  all  cases  on  the  gross  weight  of  the 
bale;  that  is,  the  weight  of  bagging  and  ties  was  included  in  the  waste. 

While  the  data  submitted  by  this  witness  were  not  altogether 
accurate,  it  showed  beyond  the  question  of  a  doubt  that  there  was 
no  fixed  relationship  between  the  relative  percentages  of  waste  for 
the  various  grades  in  different  mills,  and  particularly  that  there  was 
no  fixed '  relationship  between  these  percentages  of  waste  and  the 
relative  spinning  values.  A  spinner  in  Kentucky,  in  a  communication 
to  this  witness,  said  on  this  point: 

Much  dej)ends  on  the  staple,  also  upon  the  purpose  for  which 
the  cotton  is  used.  If  for  high  grades  of  yams,  the  picking  is 
done  more  lightly  and  the  cardmg  more  thoroughly  and  also 
lijghtly,  and  the  amount  of  waste  changes  with  these  condi- 
tions. *  *  *  Of  course  grades  do  have  much  to  do  with 
waste,  but  we  can  not  lay  down  any  general  rules  based  solely 
on  grades. 

Moreover,  these  data  showed  clearly  that  the  item  of  waste  was  not 
the  only  important  factor  in  determining  the  relative  spinning  values. 
For  instance,  the  average  waste  for  low  middling  cotton  for  all  ynilla 
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covered  was  reported  as  2.49  per  cent  more  than  in  the  case  of  mid- 
dling, yet  the  spinning  value  of  low  middling  was  given  as  8.69  per 
cent  less  than  that  of  middling.  Similarly,  the  waste  for  strict  good 
ordinary  was  given  as  4.35  per  cent  more  than  that  for  middling, 
while  the  spinning  value  of  strict  good  ordinary  was  stated  as  12.51 
per  cent  less  than  that  of  middling.  It  should  not  be  understood 
that  these  percentages  are  authoritative.  They  do,  however,  show 
that  the  item  of  waste  accounts  for  only  a  part  of  the  differences  in 
the  so-called  spinning  values  of  the  various  grades. 

One  reason  for  this  is  that  the  clean  fiber  obtained  after  ^  *  preparing  " 
a  bale  of,  say,  low  middling  cotton  is  not,  as  the  theory  of  spinning 
differences  presupposes,  necessarily  identical  in  quality  with  the  fiber 
obtained  after  similarly  preparing  a  bale  of  middling  cotton.  This 
fact  was  clearly  stated  by  a  spinner  who  appeared  before  the  New 
York  committee,  and  who,  while  strongly  advocating  the  establish- 
ment of  differences  on  a  percentage  outturn  of  the  various  grades, 
admitted  that  the  lint  obtained  in  one  case  was  not  identically  the 
same  product  as  that  obtained  in  the  other.  In  this  connection  he 
said: 

Nobody  would  for  a  moment  think  of  putting  an  equal  value 
to  low  middling  cotton  that  you  would  to  middling  cotton. 
*  *  *  Not  even  after  carding.  *  *  *  You  could  never 
get  the  lower  grades  of  cotton  to  make  a  quahty  of  goods  equal 
to  the  higher  grades  of  cotton. 

This  is  an  exceedingly  important  matter.  If,  after  cleaning,  the 
lint  obtained  from  a  bale  of  low  middling  is  a  different  product  from 
that  obtained  from  a  bale  of  middling,  the  real  problem  of  arriving 
at  relative  values  is  still  unsolved.  That  this  is  the  case  was  stated 
by  another  spinner  present  at  this  hearing,  who  said  in  this  connection: 

I  want  to  call  attention  to  what  seems  to  me  to  be  a  fact,  that 
you  can  fix  absolutely  *  *  *  the  percentages  of  losses,  [of] 
weight,  of  the  various  grades,  and  the  difference  in  the  extra 
amoimt  of  labor,  or  the  expense  of  getting  the  waste  out  of  the 
lower  grades  as  compared  with  getting  it  out  of  the  higher  grades, 
yet  it  seems  to  me  that  vou  can  not  definitely  fix  the  dinerence 
due  to  the  difference  of  tne  lint  that  you  have  left,  and  that  you 
really  are,  if  you  pursue  that  method,  face  to  face  with  the  same 
practical  proposition  that  you  are  to-day. 

In  this  connection  the  following  excerpt  from  a  statement  of  a 
member  of  the  New  York  Cotton  Exchange,  published  in  Part  I  of 
the  Bureau's  report,  is  to  the  point: 

I  think  that  [relative  spinning  outturn]  is  properly  to  be  taken 
into  consideration  as  probably  the  most  important  single  ele- 
ment to  be  considered.  However,  that  consideration  taken 
alone  would  not,  in  my  opinion,  cover  the  whole  case.  I  may 
illustrate  that  in  this  way:  In  Lancashire  very  great  importance 
is  attached  to  what  are  called  ** bright''  yams,  and  the  relative 
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value  of  bright  yarns  as  compared  with  dingy  or  off-colored 
yarns  is  very  high.  Now,  when  you  speak  of  spinning  value,  you 
commonly  mean  the  relative  percentage  of  waste  that  comes  out 
of  cotton.  It  is  perfectly  possible  that  you  may  have  a  difference 
of  only  5  per  cent  in  waste,  and  a  difference  or  25  per  cent  in  the 
market  value  of  yams  in  Lancashire,  owing  to  this  importance 
attached  to  bright  j^ams.  Consequentl}^,  it  would  seem  to  me 
that  there  is  a  consideration  that  certainly  ought  to  be  given 
some  weight. 

Clearly,  therefore,  the  proposition  that  contract  differences  should 
be  established  permanently  on  the  basis  of  the  relative  amounts  of 
waste  in  the  various  grades  is  an  exceedingly  dangerous  one.  Not 
only  does  the  amount  of  original  waste  depend  largely  upon  the 
kind  of  machinery  and  the  kind  of  goods  manufactured — conditions 
which  a  committee  of  the  exchange  can  not  possibly  make  an  allow- 
ance for — but  the  net  amount  of  waste  also  varies  with  these  and 
other  conditions;  that  is,  a  part  of  the  cotton  which  is  waste  for 
some  mills  can  be  utilized  by  other  mills  in  the  production  of  other 
classes  of  goods  (tliis,  however,  depending  upon  the  character  of  the 
product  manufactured  in  the  particular  mill),  while  other  mills  could 
not  use  any  part  of  it.  On  the  other  hand,  in  the  case  of  cotton  of 
poor  staple,  the  original  amount  of  waste  may  be  increased  in  sub- 
sequent handling  in  the  mill,  because  of  breakage  of  yams  and  con- 
sequent stopping  of  macliinery,  which  obviously  may  increase 
materially  the  cost  of  manufacture.  This,  of  course,  directly  affects 
the  spinning  value  of  the  cotton  in  its  raw  state.  Beyond  this  is  the 
fact  that  the  fiber  obtained  from  different  grades  is  not  identical. 

The  objections  described  sufficiently  illustrate  the  numerous  compli- 
cations encountered  in  any  effort  to  ascertain  a  spinning  value  which 
will  in  any  sense  be  representative.  This  failure  of  attempts  to 
establish  an  index  for  permanent  contract  differences  based  on 
factory  experience  in  handling  cotton  only  strengthens  the  proposi- 
tion that  such  differences  should  be  determined  by  the  relative 
values  of  the  various  grades,  as  established  under  natural  laws  of 
supply  and  demand,  and  not  by  arbitrary  calculations  or  guesses  as 
to  what  spinners  collectively  might  get  out  of  them. 

One  spinner  who  appeared  before  the  New  York  committee  pro- 
posed to  meet  these  difficulties  by  getting  the  values  of  the  various 
manufactured  products  obtained  from  the  respective  grades.  In 
this  connection  he  said : 

That  difference  [that  is,  the  difference  in  the  value  of  the 
clean  Unt]  in  my  opinion  could  be  adjusted  by  the  comparison  of 
the  values  of  the  different  classes  of  the  goods  into  which  these 
quahties  of  cotton  were  suitable  to  enter.  That  is  a  market 
value,  and  the  market  price  can  be  easily  determined  by  taking 
the  proper  course  and  going  through  the  dry-goods  market  and 
investigating,  and  making  comparisons. 
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In  other  words,  he  admitted  that  the  percentages  of  outturn  of 
clean  lint  are  not  a  complete  index  to  the  relative  spinning  values, 
and  that  it  would  be  necessary  to  make  a  further  allowance  based 
on  the  market  valuer  of  the  goods  produced.  This  clearly  would 
be  an  exceedingly  awkward  method.  Instead  of  relying  on  an 
average  of  the  commercial  values  of  the  raw  cotton  in  the  open 
market,  which  is  what  spinners  are  mainly  interested  in,  this  proposi- 
tion would  necessitate  the  compUcated  combination  of  so-called 
spinning  outturn  percentages  with  commercial  values,  not  of  the 
raw  product,  but  of  the  manufactured  goods  obtained  from  the  raw 
product.  These  values  are  subject  to  an  almost  infinite  variety  of 
influences  and,  of  course,  are  subject  to  frequent  fluctuations  just 
as  cotton  itself  is.  Instead,  therefore,  of  reducing  the  difficulties 
of  ascertaining  market  values,  this  cumbersome  plan  would  vastly 
increase  them,  and  even  if  it  were  feasible  might  result  in  differences 
which  would  vary  widely  from  the  true  commercial  differences. 
This  is  indeed  making  a  long  circuit  in  an  attempt  to  reach  the  same 
result.  Objecting  to  using  the  commercial  differences  of  the  raw 
material,  it  is  proposed  to  use  the  commercial  differences  of  that 
far  more  complex  and  varying  product,  the  manufactured  goods. 

Section  3.  Permanent  differences  inherently  nncommercial. 

However,  even  if,  after  cleaning,  the  fiber  obtained  from  a  bale  of, 
say,  low  middUng  cotton  were  identical  in  quaUty  with  that  obtained 
from  a  bale  of  middUng,  the  adoption  of  so-called  spinning  differences 
would  still  be  uncommercial.  Some  advocates  of  such  differences 
have  urged  that  if  the  relative  spinning  outturns  of  the  various 
grades  could  be  determined,  these  ratios  would  furnish  a  sound 
*' economic"  basis  for  establishing  contract  differences.  In  this 
connection  it  may  be  noted  that  a  member  of  the  New  York  com- 
mittee repeatedly  referred  to  these  spinning  differences  as  "economic 
differences,'^  whereas,  on  the  other  hand,  he  referred  to  commercial 
differences  as  representing  only  ''a  fluctuating  notion."  Thus,  at 
one  session  of  the  committee,  he  said  to  a  witness : 

We  all  appreciate  the  existence  of  the  different  difficulties 
which  you  have  pointed  out,  and  which  you  know  a  great  deal 
better  than  we  do,  of  course;  but  what  we  are  feehng  about  for 
is  something  that  rests  on  a  sound,  economic  basis,  rather  than  on 
a  fluctuating  notion  wliich  may  obtain  in  one  season  or  another 
season  as  to  what  this  kind  of  cotton  is  worth,  and  as  to  what 
that  kind  of  cotton  is  worth. 

In  other  words,  he  applied  the  term  "fluctuating  notion"  to  values 
established  by  the  natural  operation  of  the  law  of  supply  and  demand, 
while  at  the  same  time  attempting  to  argue  that  differences  estab- 
lished on  the  basis  of  spinning  outturn  would  be  economic. 
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Any  such  use  of  the  term  *' economic''  is  unwarranted.  Such  per- 
manent differences  are  obviously  uncommercial.  The  only  ground 
upon  which  they  could  be  defended,  if  at  all,  would  be  that  they 
could  be  shown  to  do  substantial  justice  to  both  parties  to  the  con- 
tract, while  obviating  some  difficulties  encountered  in  the  practical 
application  of  commercial  differences.  In  other  words,  permanent 
differences,  instead  of  being  economic  differences,  could  be  defended 
only  on  the  ground  that  they  would  be  a  practicable  and  equitable 
substitute  for  such  differences.  That  is  to  say,  such  spinning  differ- 
ences could  be  defended,  if  at  all,  only  on  the  ground  of  expediency. 

The  assumption  that  these  ratios  of  spinning  outturn  measure  the 
relative  values  of  the  various  grades  of  cotton  disregards  the  funda- 
mental distinction  between  mechanical  utility  and  commercial  value. 
The  utility  in  the  abstract  of  one  bale  of  low  middUng  cotton  should 
be  substantially  the  same  as  that  of  another  from  the  same  crop ;  that 
is  to  say,  either  will  produce  the  same  number  of  pounds  of  yam. 
But  to  sav  that  because  all  bales  of  low  middling  have  the  same 
mechanical  utiUty  they  all  have  the  same  value  is  absurd.  Utility, 
instead  of  being  identical  with  value,  is  only  one  of  the  elements  of 
value.  Commercial  value  obviously  will  fluctuate,  not  in  direct  ratio 
with  the  abstract  utility  of  the  article,  but  with  conditions  of  supply 
and  demand.  That  is  to  say,  a  spinner  will  not  pay  a  certain  price 
for  a  given  grade  of  cotton  simply  because  it  will  turn  out  a  certain 
quantity  of  manufactured  goods,  but  he  will  pay  only  the  price 
which  he  is  forced  to  pay  by  existing  conditions  of  supply  and 
demand.  If  there  is  an  oversupply  of  a  particular  grade,  its  market 
price  will  decline  relatively  to  middling,  regardless  of  its  so-called 
spinning  outturn. 

Thus  the  proposition  for  permanent  percentage  differences  based 
on  spinning  outturn  ignores  the  two  essential  factors  of  value, 
namely,  demand,  which  may  change  with  indefinite  frequency,  and 
supply,  which  changes  with  every  crop. 

''Spinning  differences"  virtually  an  effort  to  create  fiat 
VALUES. — In  view  of  this  certainty  that  the  market  values  of  the 
different  grades  will  at  all  times  vary,  it  follows  that  any  attempt  to 
estabUsh  permanent  differences  on  an  arbitrary  basis  is  virtually  an 
effort  to  create  fiat  values.  In  fact,  it  has  been  argued  that  if  differ- 
ences were  established  on  the  basis  of  relative  spinning  outturn  they 
would  have  a  tendency  to  hold  the  market  values  in  accordance  with 
it.  This  idea  is  clearly  brought  out  in  the  following  excerpt  in  a 
statement  by  a  member  of  the  New  York  special  committee: 

For  example,  if  we  knew  that  there  was  an  actual  spinning 
difference  between  low  middling  and  middUng,  and  that  it  was 
6  per  cent — we  assume  that  it  is  4J,  but  we  will  say  it  is  6 
per  cent  at  the  extreme — then,  we  might  quote  low  middling 
cotton  on  contract  at  five-eighths  of  a  cent  off;  if  there  should  be 
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a  surplus  of  low  middling  cotton  raised  in  that  crop,  or  [and]  the 
commercial  value  of  that  might  fall  below  the  spinning  value,  it 
would  not  fall  greatly  below  tlie  spinning  value,  because  the  entire 
mercantile  community  would  know  that  that  was  the  spinning 
value  of  low  middling  cotton,  and  therefore  that  would  be  imder- 
stood,  and  in  their  calculations  for  profit  on  that  cotton  they 
would  maintain  the  price  of  low  middling  cotton  at  a  stable  price, 
and  that  in  turn  would  maintain  theprice  of  the  contract  in  New 
York  at  a  stable  price.  *  *  *  Tne  consideration  of  all  these 
different  facts  has  brought  us  to  an  endeavor  to  obtain  from  the 
best  sources  of  information  the  actual  spinning  value,  and  then  say 
to  the  worid  that  such  and  such  a  grade  had  a  certain  spinning 
value  and  that  we  would  make  the  differences  between  the 
grades  the  spinning  value,  and  such  market  fluctuations  in  those 
grades  as  occurred  will  be  restricted  in  range  by  reason  of  the 
fact  that  we  do  know  what  the  spinning  value  is.  That  is  the 
reason  why  w^e  ask  for  it. 

It  is  probably  true  that  a  careful  and  scientific  investigation  of  the 
relative  outturns  of  different  grades  of  cotton,  as  handled  in  mills 
under  differing  conditions,  might  be  of  substantial  benefit  to  the  trade, 
and,  furthermore,  that  information  so  obtained  might  assist  producers 
and  spinners  in  determining  the  prices  at  which  they  would  be  willing 
to  sell  or.  buy,  respectively.  That  is,  the  dissemination  of  carefully 
ascertained  facts,  like  the  distribution  of  any  other  authentic  informa- 
tion, should  confer  a  benefit  on  the  trade  at  large.  This,  however,  is 
obviously  a  matter  vitally  different  from  the  proposed  plan  of  forcing 
relative  values  suggested  by  any  such  study  upon  the  trade  without 
regard  to  the  actual  values  established  by  supply  and  demand. 

Again,  the  same  theory  of  fiat  values  is  involved  in  the  following 
excerpt  from  a  statement  by  another  member  of  the  committee: 

But  we  have  the  case  here  of  a  season  now  and  then,  as  for 
instance,  two  years  ago,  when  in  spite  of  the  fact  that  the  eco- 
nomic difference  between  good  ordinary  and  middling  is,  we 
will  say,  12  per  cent  or  10  per  cent,  *  *  *  h^q  actual 
difference  in  the  South  was  4  cents,  when  spot  cotton  was  selling 
at  12i  cents;  33  per  cent  where  the  economic  difference  was  only 
10  to  12  per  cent.  Now,  all  that  was  coming  out  of  the  southern 
cotton  producer. 

He  was  getting  soaked  20  to  25  per  cent  and  the  spinner  bought 
it,  not  at  what  it  was  worth  to  him,  but  at  far  less  than  it  was 
worth  to  him. 

It  is  certainly  remarkable  that  a  member  of  a  trading  organization 
should  seriously  advance  the  argument  that  a  spinner  should  be  com- 
pelled to  pay  for  cotton  all  that  '^it  is  worth  to  him"  at  a  time  when 
natural  conditions  enable  him  to  purchase  it  for  less.  Such  a  doctrine 
is  diametrically  in  conflict  with  ordinary  business  policy.  A  trader 
around  the  '^ring^'  who  sells  cotton  short  at  10  cents  can  perhaps 
afford  to  buy  in  his  contract  at  9.80,  and,  indeed,  he  might  make  a 
very  liberal  percentage  of  profit.     But  it  is  difiicult  to  find  any 
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ground  for  the  argument  that  he  should  buy  in  the  contract  at  9.80 
if  he  thinks  that  conditions  are  such  as  to  send  the  price  down  to  9 
cents.  Any  attempt  to  bring  this  about  would  be  a  class  regulation  in 
that  it  virtually  assumes  to  protect  one  interest — the  seller.  It  is 
unfair,  since  in  thus  ostensibly  protecting  the  seller  it  imduly  burdens 
the  buyer.  It  is  impracticable,  since,  except  for  limited  periods,  the 
working  of  the  law  of  supply  and  demand  can  not  thus  be  thwarted. 

There  is  no  sound  reason  why  an  exchange  should  thus  arrogate  to 
itself  the  right  to  establish  fiat  values.  This  fact  was  very  well  stated 
by  a  witness  at  a  session  of  the  committee,  in  the  following  language: 

It  seems  to  me  that  the  economic  function  of  the  exchange  is 
to  bring  together  the  buyer  and  seller  and  record  prices,  but  I 
believe  it  is  not  its  proper  function,  nor  do  I  believe  it  should 
fix  the  prices,  and  I  oeheve  that  any  attempt  to  do  so  will  result 
in  failure.     *     *    * 

I  don't  believe  that  the  exchange  would  be  able  to  do  it.  I 
believe  if  you  w^ere  to  buy  outright,  as  individuals j  or  as  an  as- 
sociation of  individuals,^  these  inferior  grades  of  cotton,  to  hold 
them  up  until  the  spinner  must  have  them,  then  you  would  be 
able  to  enhance  the  price. 

Section  4.  Permanent  differences  nnjnst  to  the  bnyer. 

As  noted  on  page  195,  one  advantage  claimed  for  permanent 
differences  is  that  they  would  give  the  contract  calculabiUty,  since 
both  buyer  and  seller  would  always  know  at  the  time  the  contract 
was  made  what  differences  would  apply  in  final  settlement.  The 
fallacy  of  this  argument  has  already  been  exposed.**  Since  the  buyer 
does  not  know  what  grades  of  cotton  will  be  tendered  him,  the  contract 
is  in  no  sense  calculable  from  his  standpoint.  Instead,  for  the  buyer, 
permanent  differences  inject  into  the  contract  a  marked  degree  of 
uncertainty.  It  has  been  urged  that  the  buyer  does  know  approxi- 
mately what  grades  of  cotton  he  will  receive,  namely  the  surplus  grades. 
But  contracts  are  made  in  vast  numbers  before  the  crop  is  grown,  when 
neither  buyer  nor  seller  can  possibly  know  what  the  surplus  grades  will 
be.  In  the  case  of  such  early  sales,  therefore,  an  enormous  risk  is 
injected  into  the  contract,  particularly  for  the  buyer.  Moreover,  even 
after  the  crop  has  been  gathered,  this  uncertainty  is  removed  for  the 
seller  only.  He  will  learn  what  grades  are  overvalued  in  relation  to 
middhng,  and  will,  of  course,  tender  those  grades,  to  the  disadvantage 
and  loss  of  the  buyer.  It  is  idle  to  say  that  the  buyer  can  properly 
protect  himself  so  long  as  the  option  of  selecting  grades  for  delivery 
remains  with  the  seller. 

Permanent  differences  certain  to  cause  disparities  between 
SPOT  AND  CONTRACT  PRICES. — It  is  truc  that  the  buyer  will  endeavor 
to  protect  himself  against  overvaluing  differences  as  best  he  may, 

a  Italics  by  Bureau.  ^  See  page  181. 
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and  will  either  seek  at  the  time  he  buys  his  contract  to  lower  his  bid 
sufficiently  to  offset  the  overvaluation  involved  in  the  arbitrary  differ- 
ence, or,  if  he  has  already  purchased  a  contract  and  finds  that  he  will 
almost  certainly  receive  overvalued  grades  he  will  try  to  escape  or 
limit  his  loss  by  selling  out  his  contract.  Both  efforts  mean  that  the 
contract  price  will  be  forced  at  times  to  a  discount  as  compared  with 
the  price  of  spot  middhng.  The  amount  of  this  discount  will  depend 
chiefly  upon  the  disparity  between  the  contract  differences  and  the 
differences  existing  in  the  spot  market.  In  other  words,  permanent 
differences  are  certain  to  result  in  the  evil  which  has  been  one  of  the 
chief  sources  of  complaint  under  the  present  New  York  system,  namely, 
a  marked  and  fluctuating  disparity  between  the  contract  price  and 
the  price  of  spot  middling. 

This  undeniable  fact  is,  indeed,  practically  admitted  by  meet 
advocates  of  permanent  differences.  Thus,  a  member  of  the  special 
committee  repeatedly  stated  that  if  permanent  differences  were 
adopted,  even  on  the  basis  of  spinning  values,  there  would  be  occasions 
when  the  contract  price  would  be  forced  to  an  abnormal  discount  as 
compared  with  the  price  of  spot  middling.  Thus,  at  one  session  of 
the  committee,  he  said: 

Of  course,  it  must  be  understood  that  we  should  have  years 
when  there  would  be  a  plethora  of  certain  grades  and  the  contract 
price  would  fall  away  from  the  price  of  middling — that  we  could 
not  get  away  from — and  if  you  adopt  that  theory,  would  not  the 
spinners,  and  would  not  the  merchants  be  able  in  a  way  to  adapt 
themselves  to  a  situation  of  that  kind,  which  history  tells  us  has 
occurred  only  three  times  in  twenty  years. 

As  pointed  out  on  page  212,  this  assertion  that  an  abnormal  discount 
has  occurred  in  the  New  York  market  only  at  infrequent  intervals  is 
not  sustained,  while,  moreover,  the  very  fact  that  it  Trvay  occur  at 
any  time  is  an  exceedingly  serious  matter. 

Again,  at  the  thirty-first  session  of  the  committee,  after  outlining 
the  main  features  of  the  commercial-difference  system  and  of  per- 
manent differences,  he  said : 

Now,  a  moment's  consideration  will  show  that  there  are  diffi- 
culties in  the  way  of  adopting  either  one  of  these  theories.  If 
you  adopt  the  theory  that  we  shall  fix  our  differences  [per- 
manently], there  will  undoubtedly  come  along  a  crop  of  cotton 
like  the  crop  of  two  years  ago,  when  there  will  be  a  very  large 
quantity  of  mixed  grades,  not  in  immediate  demand  from  tne 
spinners,  and  the  probabilities  are  that  under  the  pressure  of 
those  grades  our  contract  here  will  separate  itself  from  the  pre- 
vailing price  of  middling.  There  will  be  a  widening  out  between 
the  price  of  the  contract  arid  the  prevailing  price  of  middling  cotton.^ 

Again,  at  another  session: 

We  see  difficulties  both  ways.  If  we  adopt  the  method  of  a 
fair  general  average  of  spinners,  as  to  the  economic  value,  we  see 
that   there  will  come  years   Uke  1906-7,     *    *    *     when  the 
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commercial  differences  prevailing  in  the  South  will  be  wider  than 
this  economic  difference  that  we  have  fixed  upon,  and  then  when 
that  happens  the  price  of  our  basis  contract  will  sink  avxiyfrom 
the  prevailing  price  of  middling  cotton,^^  Now,  that  is  a  dimculty 
which  is  a  real  one,  and  which  we  have  got  to  face. 

In  an  attempt  to  meet  this  situation,  some  members  of  the  exchange 
made  the  absurd  recommendation  that  the  spot  quotation  for  mid- 
dling cotton  be  abolished.  The  weakness  of  any  such  attempt  to 
evade  the  difficulties  of  the  situation  is  too  apparent  to  permit  of 
extended  discussion.  The  basis  for  calculating  differences  in  all 
markets  is  the  price  of  middling  cotton,  and  the  price  of  that  grade 
is  the  basis  point  for  calculating  hedging  operations.  To  cease  pub- 
lishing quotations  of  middling  cotton  in  New  York  would  in  no  way 
change  this  fact.  For  the  New  York  Cotton  Exchange  to  cease  pub- 
lishing spot  quotations  of  middling  cotton  would  be  to  confess  that 
it  did  not  dare  publish  them. 

This  is  similar  to  the  remarkable  suggestion  noted  on  page  259,  that 
future  contracts  and  middling  cotton  should  be  ''divorced.''  If  the 
future  contract  of  the  New  York  Cotton  Exchange  is  not  based  on 
and  related  to  actual  cotton,  it  is  based  on  nothing,  and  trading  in 
such  a  contract  consequently  would  represent  nothing  but  pure 
gambling. 

It  is,  therefore,  admitted  even  by  advocates  of  permanent  differ- 
ences that  such  a  system  means  the  perpetuation  of  a  condition  of 
affairs  which  has  perhaps  been  the  chief  source  of  complaint  against 
the  New  York  Cotton  Exchange,  namely,  abnormal  disparities  be- 
tween the  price  of  spot  middling  cotton  and  the  price  of  basis  middling 
contracts.  In  view  of  the  widespread  complaint  which  these  abnor- 
mal discounts  of  the  future  price  have  caused,  it  is  idle  to  hope 
that  permanent  percentage  differences  could  give  universal  or  even 
general  satisfaction.  Instead,  it  is  certain  that  such  complaints 
would  be  frequent,  and  indeed  more  or  less  constant,  if  such  percent- 
age differences  were  adopted. 

It  is  certainly  worthy  of  the  serious  attention  of  the  New  York 
Cotton  Exchange  that  the  cotton  trade  as  a  whole  has  urgently 
insisted  that  such  disparities  between  spot  and  contract  prices  should 
not  occur,  but  that  there  should  be  a  fairly  constant  relationship  be- 
tween the  two.  That  this  is  the  general  attitude  of  spinners  was  very 
clearly  shown  by  resolutions  adopted  at  the  annual  meeting  of  the 
American  Cotton  Manufacturers'  Association  at  Richmond  on  May 
21,  1908.  As  noted  on  page  261,  the  resolutions  adopted  at  that 
time  stated  in  part  that  "it  is  essential  for  a  contract  to  be  of  real 
value  that  it  should  be  responsive  to  spot  conditions,"  and  the  wide 
divergence  between  the  spot  and  contract  prices  in  the  New  York 
market  was  pronounced  not  only  absurd,  but  exceedingly  harmful. 

o  Italics  by  Bureau. 


206        COTTON  EXCHANGES — EFFECT  OF  FUTUKE  CONTKACTS. 

This  feeUng  of  spinnera  is  also  very  generaUy  voiced  by  producers. 
This  is  indicated  by  the  following  excerpt  from  the  testimony  of  a 
witness  before  the  New  York  committee: 

Now,  these  generalljr  are  the  objections  to  your  contract, 
viewed  from  our  [that  is,  the  southern  producers']  standpoint: 
One  is  that  it  has  gotten  too  far  awav  from  spot  cotton.  *  *  * 
Our  criticism  against  New  York  has  been  not  that  there  is 
speculation  here,  but  that  the  speculator  has  turned  aside  from 
spot  cotton,  and  now  makes  transactions  on  the  floor  of  the  New 
York  Cotton  Exchange  which  are  not  in  fact  transactions  in 
cotton. 

This  attitude  of  producers  was  recognized  by  a  member  of  the 
committee,  as  may  be  seen  from  the  following  excerpt  from  his 
remarks : 

You  gentlemen  in  the  South  have  got  it  firmly  in  your  minds, 
I  think,  that  the  very  fact  that  the  oasis  middling  price  widens 
away  from  the  price  of  middlijig  is  on  the  face  of  it  an  injustice. 

It  is  worth  while  to  call  attention  to  the  fact  that  two  members  of 
the  Liverpool  Cotton  Association,  holding  almost  diametrically 
opposite  views  as  to  the  proper  method  of  establishing  differences, 
who  appeared  before  the  New  York  committee,  agreed  that  there 
should  be  a  fairly  constant  parity  between  the  spot  and  the  contract 
price.  Thus,  one  of  these  witnesses,  when  asked  whether  the  Liver- 
pool system  had  been  satisfactory,  replied: 

Absolutely  unsatisfactory,  *  *  *  simply  because  it  is  out 
of  alignment  with  spot  cotton;  and  how  to  rectify  it  I  don't 
know. 

This  witness,  it  may  be  noted,  was  firmly  committed  to  the  com- 
mercial-difference principle. 

At  the  same  time,  a  member  of  the  Liverpool  Cotton  Exchange  who 
advocates  fixed  differences  for  the  Liverpool  market  urged  that  these 
differences  should  be  established  in  such  a  way  as  to  penalize  practi- 
cally every  grade  other  than  middling,  and  this  for  the  express  purpose 
of  keeping  the  basis  contract  price  always  close  to  the  price  of  spot 
middling.     In  this  connection  he  said: 

My  idea  would  be  to  make  a  contract  with  very  large  differ- 
ences on  the  low  grades  and  very  small  differences  on  the  high 
grades  in  order  to  bring  your  contract  up  to  the  price  of  middUng 
cotton,  "or  bread-and-butter''  cotton  as  we  call  it  in  the  South, 
and  always  keep  it  that  way.* 

That  there  was  a  general  feeling  of  dissatisfaction  among  members 
of  the  Liverpool  Cotton  Association  because  of  the  great  disparity 
between  the  spot  and  the  future  price  is  indicated  by  the  fact  that 
at  a  general  meeting  of  the  association  held  on  December  7,  1908,  it 
was  decided  to  submit  the  following  resolution  to  a  vote: 

o  As  shown  elsewhere  (see  pp.  230-232),  the  Bureau  does  not  favor  any  arbitrary 
forcing  of  a  parity  between  the  spot  and  the  future  price. 
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That  inasmuch  as  the  Liverpool  futures  contract  has  proven, 
and  is  proving,  a  most  inadequate  hedge  protection  to  everv 
section  of  the  trade,  and^  by  the  constant  manipulation  which 
it  invites,  by  reason  of  its  apparently  inherent  disparity  with 
spot  values  J  is  greatly  prejudicing  the  importing  business  espe- 
cially, and  reducing  the  general  volume  or  trade  in  the  market, 
the  directors  be  requested  to  appoint  a  special  committee  to 
investigate  the  several  causes  operating  to  make  the  contract 
defective,  receive  evidence  from  all  sections  of  the  trade  using 
the  futures  contract,  and  formulate  an  improved  contract  if 
that  be  necessary.  The  matter  being  one  or  urgency,  the  said 
committee  to  be  requested  to  expedite  their  work  as  much  as 
possible.* 

From  what  has  been  said,  it  is  apparent  that  permanent  differences 
are  in  direct  conflict  with  the  accepted  theory  of  hedging,  in  that 
such  differences  are  certain  to  result  in  more  or  less  pronounced 
fluctuations  in  the  discount  of  the  future  price.  If  the  New  York 
Cotton  Exchange  proposes  to  substitute  for  its  present  indefensible 
system  merely  another  which  also  threatens  to  destroy,  or  at  least 
seriously  to  impair,  the  value  of  the  hedging  function,  then  it  should 
clearly  state  its  position  to  the  cotton  trade,  so  that  there  can  be  no 
misunderstanding.  Such  a  declaration  on  the  part  of  the  New  York 
Cotton  Exchange,  however,  obviously  would  be  equivalent  to  saying 
that  the  exchange  deUberatfely  proposed  to  increase  the  speculative 
character  of  the  operations  around  its  ring  to  the  detriment  of  the 
nonspeculative  class,  the  protection  of  which  should  be  one  of  the 
chief  reasons  for  the  existence  of  an  exchange. 

Section  5.  Use  of  fixed  differences  on  New  York  Coffee  Excliange. 

Some  advocates  of  permanent  differences  attempt  to  justify  the 
system  on  the  ground  that  such  differences  have  long  been  employed 
on  the  New  York  Coffee  Exchange.  It  was  pointed  out  in  Part  I 
of  the  Bureau's  report  (pp.  350-351)  that  permanent  differences  have 
been  thus  used  by  the  New  York  Coffee  Exchange  for  a  long  time. 
Indeed,  the  rule  providing  for  revision  of  differences  was  abolished 
by  that  exchange  more  than  twenty  years  ago.  It  is  claimed  by 
some  that  this  system  has  worked  very  well. 

Even  if  fixed  differences  worked  well  in  the  coffee  trade  it  would 
not  prove  that  they  would  work  well  in  the  cotton  trade.  Con- 
ditions in  the  coffee  trade  are  radically  different  from  those  in 
cotton.  In  the  first  place,  this  country,  not  being  a  producer  of 
coffee,  has  naturally  been  interested  in  getting  supplies  at  a  low 
price.  It  is  an  undeniable  fact  that  prices  of  Brazilian  coffee  have 
been  low  for  many  years.  This  of  course  is  chiefly  attributable  to 
the  enormous  production;  in  fact,  overproduction  has  been  so 
marked  that  it  might  be  exceedingly  difficult  to  say,  even  after 

o  For  excerpts  from  the  report  of  this  committee,  see  pages  225  and  247. 
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investigation,  that  the  fixed-difference  system  had  in  any  way  been 
a  contributing  factor  to  such  decline  in  prices. 

It  is  not  at  all  safe,  however,  to  say  that  the  system  of  fixed 
differences  has  worked  well  even  in  the  coffee  trade.  The  basis  con- 
tract price  for  coffee  has  fluctuated  almost  constantly,  and  at  times 
violently,  in  its  relation  to  the  spot  price  of  No.  7,  the  basis  grade. 
The  Bureau  has  not  made  an  elaborate  study  of  this  price  movement 
in  coffee,  but  a  rough  comparison  of  prices  of  the  current  future 
month  with  the  spot  price  of  invoices  in  large  lots  shows  wide  and 
frequent  fluctuations  in  the  margins  between  the  two.  Since  1904 
the  margin  of  the  current  future  month  under  the  spot  price  of  No.  7 
has  frequently  been  from  150  to  nearly  200  points.  On  the  other 
hand,  it  has  often  been  less  than  50  and  not  infrequently  less  than 
25  points.  The  spot  price  of  No.  7  (for  large  invoices)  in  this  interval 
has  seldom  exceeded  8^  cents.  It  will  be  seen,  therefore,  that,  while 
the  price  of  coffee  has  usually  been  substantially  less  than  the  price 
of  cotton,  the  fluctuation  in  the  margin  between  the  spot  and  future 
prices  of  coffee  has  been  quite  as  violent  as  the  fluctuation  in  the 
corresponding  margin  for  cotton;  that  is,  the  adoption  of  perma- 
nent differences  on  the  coffee  exchange  has  been  accompanied  by  the 
very  condition  most  complained  of  in  the  cotton  market. 

Section  6.  Alleged  use  of  fixed  differences  in  grain  and  lumber  trades. 

Some  members  of  the  special  committee  of  the  New  York  Cotton 
Exchange  also  attempted  to  justify  their  advocacy  of  permanent 
differences  on  the  alleged  ground  that  fixed  differences  are  extensively 
used  in  various  lines  of  business,  particularly  in  the  grain  and  the 
lumber  trade.  Such  contentions  appear  to  confuse  the  practice 
in  some  trades  of  selling  goods  on  an  American  standard  of  classi- 
fication with  the  sale  of  goods  on  a  certain  arbitrary  and  fixed  scale 
of  differences.  Several  members  of  the  New  York  Produce  Exchange 
asserted  emphatically  that  they  never  heard  of  seUing  grain  on  basis 
terms  outside  of  the  exchange  future  contract,  but  that  it  was 
practically  the  invariable  custom  of  the  buyer  to  insist  on  the  ship- 
ment of  specific  grades.  Testimony  on  this  point  is  so  positive  as 
to  leave  no  doubt  as  to  its  accuracy.  Moreover,  even  if  in  private 
transactions  buyers  consented  to  buy  on  basis  terms,  this  would  in 
no  case  justify  the  New  York  Cotton  Exchange  in  forcing  buyers 
of  exchange  contracts  invariably  to  purchase  on  such  terms.  Where 
an  individual  buyer  and  an  individual  seller  can  freely  enter  into  a 
contract  providing  for  basis  deliveries  this  is  a  matter  which  con- 
cerns only  themselves.  It  is  certain  that  there  is  no  rule  of  the 
Chicago  Board  of  Trade,  or  even  any  custom  of  the  grain  trade, 
which  compels  the  buyer  of  grain  to  accept  basis  deliveries  unless 
he  is  entirely  willing  to  do  so.     Consequently,  even  if  it  were  a  fairly 
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common  thing  for  buyers  to  accept  such  deliveries,  this  would  be  of 
virtually  no  significance.  As  a  matter  of  fact,  any  such  transactions 
appear  to  be  exceedingly  infrequent. 

The  practice  of  the  Chicago  Board  of  Trade  in  establishing  per- 
manent diflferences  for  certain  grades  of  wheat  or  com  deliverable 
on  contract  in  lieu  of  the  basis  grades,  respectively,  has  so  frequently 
been  cited  by  advocates  of  permanent  differences  for  cotton  that  it 
is  important  to  point  out  that  these  fixed  diflFerences  in  the  grain 
trade  are  in  effect  penalty  differences,  at  least  with  respect  to  the 
better  grades,  although  technically  not  so  termed.  In  order  to  re- 
heve  the  seller  of  dangers  of  comers  and  squeezes,  he  is  permitted  to 
deliver  several  grades,  but  under  conditions  which  amount  to  a  pen- 
alty. Thus,  if  he  delivers  a  better  grade  of  wheat  than  No.  2  he 
gets  no  difference  "on"  or  premium,  but  is  forced  to  deliver  it  at  the 
same  price  as  No.  2.  This  clearly  amounts  to  a  penalt3^  It  is  not 
intended  by  this  statement  to  indorse  the  grain  contracts  of  the 
Chicago  Board  of  Trade,  this  being  a  matter  quite  outside  the  scope 
of  this  investigation. 

Inquiry  in  the  lumber  trade  likewise  failed  to  substantiate  the 
assertion  that  shipments  are  commonly  made  on  basis  terms  sub- 
ject to  arbitrary  differences.  Instead,  the  great  bulk  of  lumber  ship- 
ments is  made  on  specific  orders  calling  for  particular  kinds  and  sizes 
of  lumber.  It  is  true  that  some  export  shipments  of  lumber  are 
nominally  made  on  so-called  'Mog-run"  terms;  that  is,  that  the  buyer 
is  to  take  the  various  sizes  and  grades  of  lumber  as  they  come  from 
the  log.  Since  on  such  shipments  the  buyer  should  receive  an  aver- 
age assortment  of  lumber,  it  will  be  seen  that  even  such  terms  are 
radically  different  from  those  contained  in  a  basis  cotton  contract, 
where  the  buyer,  instead  of  receiving  some  cotton  of  all  grades,  is 
forced  to  take  that  particular  grade  or  those  particular  grades  which 
it  suits  the  interest  or  the  fancy  of  the  seller  to  deliver.  As  a  matter 
of  fact,  even  the  shipments  under  log-run  terms  are  so  variable  and 
have  been  so  much  abused  that  it  has  become  the  custom  for  buyers 
of  lumber  to  specify  with  definiteness  the  percentage  of  grades  which 
will  be  accepted  in  any  given  shipment;  as,  for  instance,  in  ordering 
a  cargo  lot  the  buyer  would  specify  that  it  should  consist  of,  say, 
50  per  cent  No.  1,  30  per  cent  No.  1  common,  and  20  per  cent  No.  2 
common,  with  the  option  enjoyed  by  the  purchaser.  This,  it  will  be 
seen,  is  virtually  equivalent  to  a  specific  order.  Moreover,  it  is  cus- 
tomary in  these  lumber  shipments  to  name  a  round  price  for  the  cargo 
and  not  to  use  arbitrary  differences  between  various  grades.  Con- 
sequently these  log-run  shipments,  so  called,  afford  no  parallel  to  the 
basis  deUveries  of  cotton  on  future  contracts  of  the  New  York  Cotton 
Exchange. 

10088—09 14 


210        COTTON   EXCHANGES — EFFECT   OF  FUTURE  CONTRACTS. 

It  will  be  seen,  therefore,  that  those  members  of  the  New  York 
Cotton  Exchange  who  attempt  to  defend  permanent  differences  on 
the  ground  that  such  a  system  is  the  ordinary  rule  of  trade  are  seri- 
ously in  error.  From  the  very  nature  of  things  it  is  apparent  that 
the  buyer  of  a  commodity  will  not  consent  to  accept  basis  deliveries 
at  arbitrary  differences  unless  he  is  forced  to  do  so.  The  proof  of 
this  is  the  enormous  amount  of  criticism  of  the  New  York  contract 
by  merchants  using  that  market.  It  has  been  argued  by  members 
of  the  New  York  Cotton  Exchange  that  the  cotton  merchant  need 
not  trade  on  that  exchange  if  he  does  not  like  the  contract.  This 
argument  was  fully  met  in  Part  I  of  the  Bureau's  report.^  If  the 
New  York  Cotton  Exchange  proposes  to  take  this  arbitrary  attitude, 
it  may  or  may  not  find  that  it  is  strictly  within  its  legal  rights ;  but 
if  this  is  its  attitude,  it  should  at  least  so  state  clearly  and  frankly, 
so  that  all  in  the  cotton  trade  shall  understand  this  position  of  the 
great  central  exchange  that  now  seeks  their  business. 

a  See  pages  336-338  of  that  part. 


CHAPTER  VI. 

Alf  AITSIS  OF  COKPLAIinS  AGADTST  COMMERCIAL-DIFFERENCE 

STSTEM. 

Section  1.  Assertion  that  commercial-difference  system  has  not  worked 
better  in  practice  than  the  fixed-difference  system. 

Alleged  infeequency  of  disparities  between  spot  and  con- 
tract PRICES  UNDER  FIXED  DIFFERENCES. — Notwithstanding  the 
unfairness  of  the  present  New  York  system  of  arbitrarily  fixing  differ-* 
ences  twice  a  year,  and  also  of  proposed  permanent  differences  based 
on  so-called  "spinning  outturn,"  many  members  of  the  New  York  Cot- 
ton Exchange  are  disposed  to  defend  one  or  the  other  of  these  systems. 
One  of  the  principal  defenses  offered  is  that  the  evils  resulting  from 
the  fixed-difference  system  have  been  exaggerated,  and  that,  despite 
the  fundamental  objections  to  that  system,  it  has  on  the  whole 
worked  substantially  as  well  as  the  commercial-difference  system. 
This  contention  is  put  forth  with  special  reference  to  the  maintenance 
of  a  parity  between  the  spot  and  contract  prices. 

In  this  connection  the  following  excerpt  from  a  statement  by  a 
member  of  the  New  York  committee  to  a  witness  may  be  cited : 

It  is  clear  from  what  you  say  that  from  your  point  of  view  it 
is  highly  desirable  to  have  the  price  of  the  basis  middling  contract 
pretty  close  to  the  price  of  middling  cotton.  I  suppose  there  is 
no  one  in  the  New  York  Cotton  Exchange  who  would  not  agree 
with  that  proposition.  As  a  matter  of  fact,  taking  the  past 
thirty  years,  or  twenty-seven  years,  *  *  *  tnere  have,  I  think, 
been  only  tnree  years  when  there  has  been  any  wide  variation 
between  the  price  of  middling  and  the  price  of  our  contracts,  and 
one  of  those  years  was  back  in  the  nineties  and  the  other  two 
were  the  past  two  years. 

Another  member  of  the  comniittee  said : 

If  you  eliminate  1906,  that  famous  storm  year,  when  the  cal- 
culations of  any  human  being  were  put  topsy-turvy,  our  prices 
for  contracts  for  the  current,  or  the  next  current,  month*  were 
pretty  nearly  the  same  as  the  prices  for  spot  cotton.  It  is  only 
since  1906  that  the  calculations  were  upset  and  that  these 
unfortunate  differences  have  existed  and  are  still  there  to-day, 
more  or  less;  but  before  that  time  that  question  was  never 
raised. 


o  See  i)age  21 «. 

211 


212        COTTON   EXCHANGES — EFFECT   OF  FUTURE   CONTRACTS. 

« 

This  is  an  understatement  of  the  frequency  of  disparities  between 
spot  and  contract  prices  at  New  York.  Such  comparisons  should  not 
go  back  twenty  years,  since  during  the  period  from  1888  to  1897  the 
New  York  exchange  provided  for  monthly  revisions  during  the  active 
crop-moving  season,  so  that  it  was  not  operating  under  what  is  termed 
the  fixed-difference  system.  The  practice  of  holding  but  two  revi- 
sions a  year  dates  from  October,  1897,  and  therefore  covers  a  period 
of  only  about  twelve  years.  Instead,  therefore,  of  a  disparity  in 
only  two  years  out  of  twenty  or  thirty,  there  have  been  pronoimced 
disparities  in  two  years  out  of  twelve,  and  more  or  less  serious  dispari- 
ties in  several  other  years  of  this  shorter  period.  This  is  clearly 
brought  out  by  chart  1,  opposite  page  39. 

Another  very  important  matter  overlooked  in  these  statements  is 
that  the  mere  possibility  that  such  disturbances  may  occur  tends  to 
disorganize  the  future  market.  While  pronounced  disturbances  of 
the  margin  may  occui-  only  at  very  infrequent  intervals,  there  can  be 
no  assurance,  so  long  as  differences  are  arbitrarily  fixed,  that  they  will 
not  occur  at  any  time  and  thus  impair  the  value  of  contracts.  This 
contention  that  serious  disturbances  have  occurred  only  at  infrequent 
intervals,  therefore,  even  if  it  were  correct,  is  by  no  means  a  satis- 
factory answer  to  the  complaints  under  consideration.  It  would  be 
about  as  logical  to  argue  that  if  the  Government  were  to  move  Nan- 
tucket light-ship  every  few  j^ears,  giving  no  notice  as  to  when  such 
removal  would  take  place  or  where  the  light-ship  would  be  placed, 
shipowners  and  the  traveling  public  would,  simply  because  such 
removal  was  infrequent,  have  no  reason  to  complain,  even  though  such 
arbitrary  shifting  of  the  light-ship's  position  should  result  in  enor- 
mous disaster. 

Better  maintenance  of  parity  at  New  Orleans  than  at 
New  York. — It  was  conclusively  demonstrated  in  Chapter  IV  of 
Part  I  that  the  New  Orleans  system  has  preserved  a  much  more 
nearly  constant  parity  between  the  spot  and  the  contract  price  than 
has  been  maintained  at  New  York.  Several  members  of  the  New 
York  special  committee,  however,  frequently  referred  to  the  occa- 
sional disturbance  of  the  margin  in  New  Orleans  in  such  a  way  as 
to  give  the  impression  that  these  disturbances  were  substantially  as 
violent  and  frequent  as  those  which  have  occurred  at  New  York. 
Thus,  at  one  session  of  the  committee  a  member  said: 

The  New  Orleans  contract  has  a  commercial  difference,  revised 
daily;  so  has  Liverpool;  yet  even-running  spot  cotton  is  selling 
as  much  above  their  current  contract  as  it  is  in  New  York. 

Again,  at  a  later  session,  another  member  of  the  committee  said: 

Now,  as  this  committee  has  investigated  this  subject,  it  has 
been  confronted  first  by  a  fact — the  fact,  namely,  that  in  neither 
New  Orleans  nor  in  Liverpool  does  this  metnod  of  constant 
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revisii^  of  differences  for  the  different  grades  of  cotton  make 
the  pnce  of  contracts  and  the  price  of  rutures  come  together. 
In  other  words,  in  two  markets  we  have  this  method  in  actual 
use,  and  it  doesn't  work.  That  is  a  fact  that  we  are  confronted 
witn. 

While  at  times  the  margin  between  the  spot  and  the  contract  price 
at  New  Orleans  has  been  abnormally  wide,  such  instances  have  been 
comparatively  infrequent  and  also  of  comparatively  brief  duration. 
Thus,  whereas  the  discount  at  New  York  during  the  season  of  1906-7 
was,  after  the  1st  of  December,  almost  never  less  than  100  points, 
and  for  a  great  part  of  the  season  more  than  150  points  (exceeding  200 
points  in  August),  in  New  Orleans  the  discount  in  that  season  only 
once  exceeded  60  points  and  seldom  exceeded  40  points;  for  much 
the  greater  part  of  the  year  it  was  less  than  30  points.^  In  the  suc- 
ceeding season  (1907-8)  the  margin  between  the  spot  and  contract 
prices  at  New  York  fluctuated  from  less  than  35  points  to  over  180 
points,  and  for  a  considerable  part  of  that  year  was  more  than  150 
points.  It  is  true  that  in  New  Orleans  also  the  discount  was  at  times 
imusually  wide,  on  several  occasions  exceeding  60  points,  while  at 
the  close  of  April  it  exceeded  100  points;  but  in  New  Orleans  this 
abnormal  depression  of  the  contract  price  was  corrected  very  much 
more  promptly  than  at  New  York.  Thus,  by  the  close  of  May  the 
discount  had  fallen  back  to  about  30  points,  or  approximately  the 
normal  position,  and  since  that  time  the  discount  has,  on  the  whole, 
been  substantially  normal.  The  much  greater  narrowness  and  steadi- 
ness of  the  New  Orleans  discount  will  be  clearly  apparent  from  chart 
17,  opposite  this  page  (this  chart  being  reproduced  from  Part  I),  which 
compares  the  discounts  in  the  two  markets  for  the  period  from  Sep- 
tember, 1881,  to  March,  1908.  The  margins  in  this  chart  were  based 
on  monthly  mean  quotations  of  the  spot  and  the  contract  prices, 
r^pectively.  For  the  seasons  1907-8  and  1908-9  the  relative  course 
of  the  margins  in  the  two  markets — based  on  closing  prices  of  spot 
cotton  and  future  contracts  weekly — is  clearly  brought  out  by  Table 
25,  on  page  214,  and  charts  18  and  19,  opposite  pages  216  and  217. 

a  These  comparisons  are  taken  from  Tables  6  and  7  in  Part  I,  and  are  based  on 
weekly  and  not  on  daily  quotations;  the  latter  might  show  slightly  different  fluctua- 
tions in  the  discount.    For  further  evidence  on  this  point  see  Chapter  IV  of  Part  I. 
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Table  25.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  CLOSING  BID 
PRICE  OF  FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  AND  NEW 
ORLEANS,  FRIDAYS,  SEPTEMBER,  1907,  TO  AUGUST.  1909. 

[Minus  margliis  Indicate  that  the  contract  price  was  at  a  premium  over  the  spot  middling  price.] 


New  York. 


I)at4>. 


Spot 
pnce. 


190T-K.  Cents. 

September  « 13  60 

September  13 12. 80 

September  20 12  25 

September  27  a 11. 75 

October  4. 11. 65 

October  11 11. 75 

October  18 i  1 1. 75 

October  250 j  10. 95 

November  1 « 10. 90 

November  8 1  10. 80 

November  15 10. 70 

November  22 11. 20 

November  27  b 1 1.  i5 

December  6 1  12. 06 

December  13 12. 10 

December  20 11.80 

December  27 1 1 .  80 

January  3 11. 40 

January  10 11. 45 

January  17 12. 25 

January  24 11. 75 

January  30 cll.75 

February  7..." 11.70 

February  14 |  11. 35 

February  21 j  11. 60 

February  28 f  11. 45 

March  6 '  11. 45 

March  13 11.20 

March  20 '  10.65 

March  27 10. 40 

April  3 10.50 

April  10 10. 25 

April  Ifi  <• 9. 90 

April  24 10. 10 

Mayl 10.20 

Mays 10.55 

May  15 11. 00 

May  22 11. 10 

May  29 cll.40 

June  5 11.40 

June  12 11. 40 

June  19 12. 20 


Closing 

future 

bid. 


CenU. 

11.74 

11.62 

11.09 

10.72 

10.71 

10.76 

11.02 

10.23 

10.36 

10.12 

10.20 

10.55 

10.90 

11.71 

11.53 

11.15 

11.11 

10.42 

10.63 

11.47 

11.02 

cll.05 

10.89 

10.40 

10.56 

elO.35 

10.50 

10.25 

9.67 

9.40 

9.66 

9.26 

8.76 

8.30 

8.37 

8.8«) 

9.45 

9.84 

elO.lS 

10.12 

10.16 

10.85 


New  Orleans. 


Spot 
pnce. 


CenU. 
13.56 
13.00 
11.88 
11.50 
11.60 
11.38 
11.38 
10.69 
10.63 
10.75 
10.75 
10.88 
11.13 
11.81 
11.88 
11.38 
11.13 
11.38 
11.66 
12.00 
12.13 

612.00 
11.75 

ell.  76 
11.56 
11.38  ! 
11.25 
11.13  I 
10.75 
10.60  I 
10.50 
10.25  j 
10. 19  I 
10.06  I 
9.94  I 
10.38 
11.00 
11.19  I 
11.60  ; 
11.50 
11.50 
11.88 


Closing 

future 

bid. 


Cents. 
13.11 
12.20 
11.42 
11.30 
11.00 
11.07 
il.l4 
10.30 
10.37 
10.28 
10.30 
10.67 
10.97 
11.62 
11.60 
11.06 
10.90 
10.98 
11.15 
11.73 
11.88 
Ml.  86 
11.40 
cll.U 
10.99 
10.69 
10.63 
10.55 
10.13 
10.00 
10.05 
9.73 
9.45 
8.98 
8.95 
9.65 
10.44 
10.76 
11.20 
11.06 
n.37 
11.82 


Margin  between 

spot  and  future 

prices. 


New 
York. 

New 
Orleans. 

Cents. 

Cents, 

1.76 

0.45 

1.18 

.80 

1.16 

.46 

1.03 

20 

.04 

.50 

.99 

.31 

.73 

.24 

.72 

.39 

.65 

.26 

.68 

.47 

.50 

.46 

.65 

.31 

.55 

.16 

.34 

.29 

.67 

.29 

.65 

.33 

.09 

.23 

.98 

.40 

.82 

.41 

.78 

.27 

.73 

.25 

.70 

.16 

.81 

.36 

.66 

.63 

.94 

.67 

1.10 

.79 

.95 

.62 

.95 

.68 

.98 

.62 

1.00 

.50 

.94 

.46 

.99 

.62 

1.14 

.74 

1.80 

1.08 

1.83 

.99 

1.60 

.78 

1.55 

.66 

1.26 

.43 

1.22 

.30 

1.28 

.44 

1.24 

.13 

1.36 

.06 

a  Saturday's  quotations  for  New  Orleans.    No  closing  future  price  for  Friday. 
t>  Wednesday's  quotations.    No  closing  future  price  for  Friday  or  Thunday. 
c  Thursday's  quotations.    No  closing  future  price  for  Friday. 
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Tablk  26.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  CLOSING  BID 
PRICE  OF  FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  AND  NEW 
ORLEANS,  FRIDAYS,  SEPTEMBER,  1907,  TO  AUGUST,  J 90ft— Continued. 


June  26 

July  2  « 

July  10. . . . 
July  17.... 
July  24.... 
July30«... 
August  7.. 
August  14. . 
August  21. 
August  28. , 


September  4... 
September  11.. 
September  18. . 
September  25.. 

October  2 

October  9 

October  16 

October  23 

October  29a. . 
November  6i.. 
No  y  ember  13. 
November  20.. 
November  27.. 
December  4... 
December  11.. 
December  18. . 
December  24a. 

January  4^ 

January  8 

January  15 

January  22 

January  28a.. 

Februarys 

February  12... 
February  19... 
February  26. , . 

March  5 

March  12 

March  19 

March  26 

Aprfl2 

Apifl  8a 


Date. 


1907-8. 


1908-9. 


New  York. 


anot     I   Closing 
^JKr        future 
price.  bid. 


CenU* 

CenU. 

11.60 

9.87 

11.40 

9.09 

11.20 

9.40 

11.00 

9.41 

10.80 

9.28 

10.70 

9.78 

10.85 

10.16 

10.60 

10.40 

10.00 

9.50 

9.50 

8.38 

9.30 

8.48 

9.40 

8.73 

9.50 

&92 

9.40 

9.00 

9.25 

8.84 

9.00 

8.75 

9.30 

9.05 

9.40 

9.11 

9.35 

9.11 

9.30 

9.03 

9.25 

8.86 

9.50 

9.24 

9.45 

9.27 

9.35 

9.12 

9.10 

&85 

9.10 

8.80 

9.30 

9.09 

9.35 

8.93 

9.40 

9.08 

9.65 

9.36 

laoo 

9.67 

10.00 

9.60 

9.85 

9.50 

a9.85 

a9.42 

9.85 

9.50 

a9.65 

0  9.27 

9.85 

9.51 

9.85 

9.51 

9.70 

9.38 

9.70 

9.37 

9.95 

9.59 

10.25 

9.91 

New  Orleans. 


Margin  between 

spot  and  future 

prices. 


Spot 
prioe. 

Closing 

future 

bid. 

New 

York. 

New 
Orleans. 

CenU. 

CenU. 

CenU. 

CenL 

all.  60 

a  11. 27 

1.73 

0.23 

11.25 

11.04 

1.71 

.21 

11.00 

10.95 

1.80 

.06 

10.88 

10.87 

1.59 

.01 

10.50 

10.40 

1.52 

.10 

ia38 

10.39 

.92 

-.01 

10.38 

10.10 

.69 

.28 

10.00 

9.70 

.20 

.30 

9.75 

0.42 

.50 

.33 

9.25 

9.00 

1.12 

.26 

9.00 

8.65 

.82 

.35 

9.19 

8.87 

.67 

.22 

9.19 

9.00 

.58 

.10 

9.06 

9.00 

.40 

.06 

8.94 

8.67 

.41 

.27 

8.81 

8.68 

.25 

.23 

8.94 

8.89 

.25 

.06 

9.00 

8.89 

.29 

.11 

9.00 

8.75 

.24 

.25 

&94 

8.85 

.27 

.09 

&88 

&81 

.39 

.07 

9.00 

&86 

.26 

.14 

9.06 

8.90 

.18 

.16 

8.81 

8.67 

.23 

.14 

8.75 

8.50 

.25 

.16 

&60 

8.60 

.21 

.09 

8.75 

8.76 

.21 

—.01 

8.88 

8.95 

.42 

—.07 

a8.94 

fl9.07 

.32 

—.13 

9.38 

9.43 

.29 

—.05 

9.63 

9.73 

.33 

—.10 

9.63 

9.60 

.40 

.03 

9.44 

9.43 

.35 

.01 

9.38 

9.31 

.43 

.07 

9.44 

9.42 

.35 

.02 

9.31 

9.15 

.38 

.16 

9.50 

9.42 

.34 

.08 

9.44 

9.41 

.34 

.03 

9.25 

9.25 

.32 

.00 

9.31 

9.25 

.33 

.06 

9.56 

9.49 

.36 

.07 

9.81 

9.78 

.34 

.03 

a  Thursday's  quotations.    No  closing  future  price  for  Friday. 
b  Monday's  quotations.    Friday  and  Saturday  holidays. 
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Table  25.— COMPARISON  OF  SPOT  PRICE  OF  MIDDLING  COTTON  WITH  CLOSING  BID 
PRICE  OF  FUTURE  CONTRACTS  FOR  THE  SPOT  MONTH,  NEW  YORK  AND  NEW 
ORLEANS,  FRIDAYS,  SEPTEMBER,  1907,  TO  AUGUST,  1909— Continued. 


Date. 


1908-9. 
April  16 

AprU23 

April  29o 

May? 

May  14 

May  21 

May  27  a 

June  4 

June  11 

June  18 

June  25 

July  2 

July  9 

July  16 

July  23 

July  29a 

August  6 

August  13 

August  20 

August  27 


New  York. 


Spot 
price. 


Cents. 

laeo 

10.45 
10.80 
10.90 
11.35 
11.75 
11.40 
11.50 
11.20 
11.40 
11.70 
12.60 
12.70 
12.50 
12.35 
12.80 
12.70 
12.80 
12.65 
12.85 


Closing 

future 

bid. 


CenU. 
10.26 
10.18 
10.49 
10.62 
11.11 
11.34 
11.08 
10.88 
10.68 
10.98 
11.30 
12.07 
12.16 
12.02 
11.97 
12.38 
12.27 
12.23 
12.05 
12.35 


New  Orieans. 


Margin  between 

spot  and  future 

prices. 


Spot 
price. 


Cents. 
10.19 
10.19 
10.25 
10.19 
10.63 
10.88 
11.00 
10.88 
10.88 
10.94 
11.31 
12.00 
12.19 
12.38 
11.88 
12.19 
12.25 
12.31 
12.06 
12.38 


Closings 

future 

bid. 

New 
York. 

Cents. 

Cent. 

10.11 

0.34 

10.08 

.27 

10.25 

.31 

10.28 

.28 

10.67 

.24 

11.06 

.41 

10.85 

.32 

11.08 

.62 

10.77 

.52 

10.85 

.42 

11.30 

.40 

12.18 

.53 

12.34 

.54 

12.10 

.48 

12.06 

.38 

12.33 

.42 

12.08 

.43 

12.23 

.57 

11.85 

.60 

12.26 

.50 

New 
Orleans. 


Cent. 

0.08 

.11 

.00 

—.09 

—.04 

—.18 

.15 

—.20 

.11 

.09 

.01 

—.18 

—.15 

.28 

—.18 

—.14 

.17 

.08 

.21 

.12 


a  Thursday's  quotations.    No  closing  future  price  for  Friday. 

It  will  be  seen  from  this  table  and  the  charts  that  any  attempt  to 
make  it  appear  that  the  New  Orleans  discount  has  fluctuated  as 
violently  as  the  New  York  discount  is  wholly  unwarranted.  Abnor- 
mal discounts  in  the  New  Orleans  market  have  not  only  been  less 
frequent  than  at  New  York  but  less  pronounced,  and  furthermore 
the  correction  has  been  automatic. 

It  has  been  contended  by  some  that  the  margin  between  the  spot 
price  of  middling  and  the  price  of  future  contracts  for  the  current 
month  is  not  a  fair  criterion,  but  that  the  margin  between  the  spot 
price  of  middling  and  the  price  of  futures  for  the  month  succeeding 
the  spot  or  current  month  should  be  used.  Obviously  in  this  case 
there  is  much  more  likelihood  of  disparities  between  the  spot  and  the 
contract  price,  since  at  one  time  the  price  of  futures  for  the  succeed- 
ing, month  may  properly  be  at  a  premium  over  the  current  price  of 
middling,  owing  to  interest  and  carrying  charges,  while  at  another 
time  it  may  be  at  a  discount,  owing  to  a  prospect  of  a  decline  in  price 
on  account  of  an  excessive  crop  or  other  trade  conditions.  How- 
ever, it  is  easy  to  show  that,  even  taking  the  month  succeeding  the 
-"^ot  month  as  the  basis  for  computing  the  margin,  the  New  Orleans 
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contract  has  maintained  a  more  nearly  constant  parity  with  the  spot 
price  than  has  the  New  York  contract.  This  is  clearly  brought  out 
in  Table  26  and  by  chart  20,  opposite  page  218. 

Table  26.— COMPARISON  OF  MARGIN  BETWEEN  SPOT  PRICE  OF  MIDDLING  COTTON 
AND  FUTURE  PRICE  FOR  NEXT  SUCCEEDING  MONTH,  NEW  YORK  AND  NEW 
ORLEANS,  ON  THE  FIRST  AND  FIFTEENTH  OF  EACH  MONTH,  SEPTEMBER,  1906, 
TO  AUGUST,  1909. 

[A  minus  margin  indicates  a  premium  of  the  future  price  over  the  spot  price.] 


Date. 


1906-7. 
September  4.. 
September  15. 

October  1 

October  16... 
November  2.. 
November  16. 
December  1 . . 
December  16. 

January  2 

January  16... 
February  1 . . . 
February  15. . 

Mandi  1 

March  15 

Aprlll 

April  16 

Mayl 

May  16 

Junel 

June  16 

July  1 

July  15 

August  1 

August  15 

1907-8. 
Septembers.. 
September  16. 

October  1 

October  15. . . 
Noveml)er  2. . 
November  15. 
December  2  ■ . 
December  16. 

Januarys 

January  16... 
February  1 . . . 
February  16. . 


New 

York 

margin. 

New 
Orleans 
margin. 

Cents. 

Cent. 

0.94 

0.06 

.89 

.16 

.27 

-.35 

.21 

.19 

.63 

.22 

.76 

.01 

.92 

.62 

L17 

.19 

1.16 

.11 

L46 

.26 

1.86 

.41 

L74 

.24 

1.56 

.23 

L64 

.53 

1.50 

.50 

1.46. 

.29 

1.40 

.23 

1.30 

.25 

1.39 

-.18 

L29 

.13 

1.28  • 

.06 

1.43 

.18 

1.41 

.07 

1.91 

.48 

L32 
1.18 
.90 
.95 
.37 
.35 
.92 
L26 
.75 
.73 
.60 
.83 


I 


.80 
.72 
.60 
.56 
.34 
.56 
.32 
.69 
.41 
.38 
.60 
.70 


CenU. 

0.88 

.73 

.62 

.08 

.31 

.76 

.30 

.98 

L04 

1.19 

1.44 

1.50 

1.32 

1.11 

LOO 

L17 

L17 

L05 

L57 

1.16 

L22 

L25 

L34 

L43 

.52 
.46 
.30 
.40 
.03 
-.21 
.60 
.66 
.34 
.36 
.09 
.13 


1907-8. 

March  2 

Maroh  16 

Aprlll 

April  15 

Mayl 

May  16 

Junel 

June  16 

Julyl 

July  16 

August  1 

August  15 

1906-9. 
September  1 . 
September  15. 
October  1.... 
October  15... 
November  4.. 
November  16. 
December  1 . . 
December  16. 

January  4 

January  IS... 
February  1 . . . 
February  15. . 

Marchl 

March  15 

Aprill 

April  15 

Mayl 

May  15 

June  1 

June  15 

Julyl 

July  16 

August  2 

August  16 


Cents. 
0.88 
.85 
.79 
L04 
1.81 
1.57 
L41 
1.26 
L83 
L69 
1.06 
L17 

.87 
.51 
.66 
.43 
.31 
.26 
.50 
.63 
.43 
.30 
.26 
.31 
.39 
.38 
.38 
.21 
.42 
.50 
.51 
.49 
.62 
.69 
.64 
.68 


New 
Orleans 
margin. 


Excess 

N.  Y. 

overN.O 

margin. 


Cent. 
0.82 
.55 
.55 
.68 
.99 
.  66 
.63 
.12 
-.05 
.86 
.77 
.60 

.67 

.36 

.49 

.16 

.22 

.08 

.20 

.10 

-.08 

-.01 

-.10 

-.11 

.12 

.06 

-.11 

-.18 

-.11 

-.12 

-.01 

-.08 

-.27 

.09 

-.08 

.20 


Cents. 

0.36 
.30 
.24 
.36 
.82 

1.01 
.78 

1.14 

1.88 
.84 
.31 
.57 

.20 
.16 
.17 
.27 
.09 
.18 
.30 
.63 
.51 
.31 
.36 
.42 
.27 
.32 
.49 
.39 
.63 
.62 
.62 
.57 
.89 
.50 
.62 
.38 


From  a  study  of  these  figures  it  will  be  seen  that  the  discount 
in  the  New  Orleans  market,  while  at  times  unduly  wide,  was  almost 
invariably  narrower  than  that  at  New  York,  and  usually  very  much 
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narrower.  At  the  same  time  fluctuations  at  New  Orleans  were  less 
violent.  Thus,  the  New  York  discount  in  1906-7  fluctuated  from  27 
points  in  October  to  191  points  in  August,  or  by  164  points,  whereas 
the  extreme  fluctuation  in  the  New  Orleans  margin  (these  compari- 
sons in  all  caises  being  based  on  the  dates  included  in  the  table)  was 
from  a  discount  of  62  points  to  a  premium  of  35  points,  a  net  change 
of  97  points. 

In  1907-8,  in  which  year  the  discount  in  New  Orleans  was  appar- 
ently the  most  abnormal  on  record  for  that  market,  the  discount 
there  was  nevertheless  distinctly  narrower  and  more  constant  than 
that  at  New  York.  This  will  be  apparent  from  a  study  of  chart  20. 
In  1908-9  the  extreme  fluctuation  in  the  New  Orleans  margin  was 
slightly  greater  than  that  at  New  York,  but  for  a  large  part  of  this 
season  the  fluctuation  in  both  markets  was  fairly  narrow. 

It  will  be  seen,  therefore,  that  whether  judged  by  the  discount  for 
the  current  month  or  for  the  next  succeeding  month  the  New  Or- 
leans market  has  preserved  a  better  parity  with  the  spot  price  than 
has  the  New  York  market. 

Imperfect  working  of  commercialtDIFFEREnce  system  in 
Liverpool. — On  the  whole,  however,  members  of  the  New  York 
committee  showed  more  disposition  to  ignore  the  New  Orleans  market 
than  to  cite  it.  Instead,  they  frequently  referred  to  the  wide  margin 
between  the  spot  and  the  contract  price  in  the  Liverpool  market  as 
evidence  that  under  the  commercial-difference  system  great  dispari- 
ties between  the  two  prices  are  certain  to  occur.  Thus,  a  member 
of  the  committee,  in  outlining  to  a  witness  certain  difficulties  which 
he  alleged  would  confront  .the  New  York  Cotton  Exchange  in  case  it 
should  reestablish  the  commercial-difference  system,  said: 

In  the  first  place  we  are  confronted  by  the  practical  fact  that 
in  Liverpool,  m  the  market  there,  they  have  dailv  revisions  of 
differences,  and  further,  that  their  types  of  the  lowest  grades 
of  cotton  are  so  high  as  practically  to  make  a  low  middling  con- 
tract from  the  point  of  view  of  the  American  classification,  and 
yet  in  the  Liverpool  market  we  find  almost  as  great — not 
quite  as  great — but  almost  as  great  a  disparity  between  the 

{)rice  of  middling  cotton  and  the  price  of  the  current  months 
or  futures  as  we  do  in  the  New  York  market.  *  *  *  Dur- 
ing the  past  season  [1907-8]  that  difference  between  the  price 
of  the  current  month  and  middling  cotton  has  at  times  been  as 
high  as  128  American  points.  TVo  years  ago  it  ran  as  high 
as  160  to  170  American  points.  Yet^  in  the  Liverpool  market 
they  have  precisely  this  system  which  %s  stLggested  to  us  hy  youy 
and  by  the  Bureau  of  Corporations,  of  retnsing  the  values  of  the 
different  grades  of  cotton  every  day,  a^ccording  to  the  m/irJcets  of  the 
day  on  which  the  values  are  taken,^ 


a  Italics  by  Bureau.     See  page  230. 
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At  still  another  session  of  the  committee  a  witness  (a  member  of 
the  exchange)  made  the  following  statement: 

In  other  words,  the  Bureau  asks  us  to  adopt  the  commercial- 
difference  system  which  is  in  vogue  in  Liverpool  and  New  Or- 
leans, and  which  we  have  proven  does  not  nor  can  establish  the 
same  price  for  a  basis  contract  and  spot  middling  cotton.  If 
in  these  two  markets  it  is  proven  that  the  commercial-difference 
system  does  not  attain  the  end  which  the  Bureau  maintains  is 
necessary,  why  are  we  asked  to  adopt  such  a  system?  The  dis- 
parity in  these  two  markets  where  the  commercial-difference 
svstem  prevails  is  an  absolute  demonstration  of  the  proposition 
that  middling  cotton  and  basis  contract  cotton  are  separate 

auantities,  each  governed  by  laws  of  supply  and  demand  at 
ifferent  times." 

Section  2.  Explanations  of  faulty  operation  of  Liverpool  system. 

It  is  true  that  the  margin  between  the  spot  price  of  middling  and 
the  price  of  current  double-month  futures  in  Liverpool  during  the 
seasons  of  1906-7  and  1907-8  often  was  abnormally  wide,  and  at 
times  in  the  latter  season  substantially  as  wide  as  the  margin  at 
New  York.  There  are,  however,  certain  peculiar  conditions  at 
Liverpool  which  go  far  to  account  for  the  unexpectedly  wide  margin 
in  a  market  thus  ostensibly  using  the  commercial-difference  system. 
Among  the  more  important  of  such  special  considerations  are  the 
following: 

(1)  The  practice  of  trading  in  coupled-months  deliveries  at  Liver- 
pool has  a  tendency  to  produce  rather  wide  fluctuations  in  the  mar- 
gin between  the  spot  and  the  contract  price. 

(2)  Quotations  for  low  grades  in  the  Liverpool  market  in  recent 
years  have  at  times  been  nominal,  frequently  representing  only  a 
small  quantity  of  cotton,  so  that  they  are  not,  in  a  true  sense,  always 
representative  commercial  differences. 

(3)  The  practice  at  Liverpool  of  allowing  full  value  for  extrarstaple 
cotton — that  is,  cotton  of  extra-staple  length — has  at  times  resulted 
in  depression  of  the  contract  price  relative  to  the  spot  price  of 
middling. 

(4)  The  Liverpool  contract,  while  nominally  restricting  deliveries 
to  good  ordinary,  until  recently  permitted  the  delivery  of  cotton  much 
lower  than  that  grade,  within  certain  limitations.  The  fact  that  such 
low-grade  cotton  could  be  delivered  apparently  has  been  a  contribut- 
ing factor  to  irregularity  of  the  Liverpool  discount. 

Effect  of  dealing  in  double-month  futures. — In  the  first 
place,  with  respect  to  the  Liverpool  practice  of  trading  in  coupled 
months,  it  should  be  obvious  that  there  is  greater  opportunity  for  a 

aSeepage8  25d>261. 
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variation  in  the  margin  between  the  spot  and  the  contract  price  than 
in  the  case  of  single-month  deliveries.  For  instance,  with  middling 
cotton  on  the  first  of  September  at  10  cents,  an  operator  might  be 
willing  to  sell  a  September-October  delivery  at  9  cents,  relying  on  a 
large  crop  or  a  poor  demand  to  cause  a  substantial  decline  in  prices 
during  the  sixty-day  interval  which  he  has  for  making  the  delivery, 
whereas  if  he  were  selling  a  straight  September  contract  he  might 
not  be  willing  to  make  a  price  of  less  than  9  J  or  9f  cents,  since  in  that 
case  he  would  have  only  thirty  days  in  which  to  secure  cotton  for  the 
delivery.  That  this  Liverpool  practice  of  quoting  prices  for  double- 
month  deliveries  has  a  tendency  on  the  whole  to  increase  the  mar- 
gin is  clearly  brought  out  by  Table  27,  which  compares  the  margin 
between  the  spot  and  the  contract  price  for  the  current  double  month 
with  the  corresponding  margin  for  the  current  single  month  for  the 
first  business  day  of  each  month  for  a  series  of  years.^  It  will  be  seen 
that  on  numerous  occasions  the  margin  based  on  the  double-month 
quotation  was  decidedly  greater  than  the  margin  based  on  single- 
month  quotations.  .  This  is  particularly  noticeable  at  the  end  of  a 
cotton  season  or  at  the  beginning  of  a  new  season,  when  it  is  especially 
difficult  to  forecast  conditions  of  supply. 


Table  27.— COMPARISON  OF  MARGIN  BETWEEN  THE  SPOT  AND  THE  CONTRACT  PRICE 
FOR  CURRENT  DOUBLE-MONTH  AND  MARGIN  BETWEEN  THE  SPOT  AND  THE  CON- 
TRACT PRICE  FOR  CURRENT  SINGLE-MONTH  DELIVERIES,  LIVERPOOL  MARKET, 
ON  THE  FIRST  BUSINESS  DAY  IN  EACH  MONTH,  SEPTEMBER,  1903,  TO  AUGUST, 
1909. 

[Converted  from  Liverpool  figures  on  basis  of  Id.— 2  cents.] 


Month. 


1903-4. 
September... 

October 

November. .. 

December 

January 

February 

March 

April 

May 

June 

July 

August 


Margin  based  on- 


Double- 

month 

deliveries. 


I 

I 
Cents. 

1.34  ' 

l.t>8  t 

.52  ■ 

.38  ' 

.28 

.32  i 

.44  ' 

.60 

.56 

.46 

.54 

.82 


Single- 
month 
deliveries. 


Centf. 
0.56 
l.S}' 


.32 

.54 
.48 
.U 

.46 
.50 


Excess  of 
double- 
month 
margin. 


Month. 


Cent. 
0.78 
.36  i 
.10 
.10 
.00 
.00 
.02 
.06 
.08 
.12 
.08 
.32 


1904-5. 
September.. 
October..:.. 
November.., 
December... 

January 

February 

March 

April 

May........ 

June 

July 

I  August , 


Margin  based  on- 


Double-     Single- 
month      month 
deliveries,  deliveries. 


Cent^. 
1.40 
.58 
.22 
.16 
.24 
.28 
.32 
.36 
.14 
.28 
.28 
.26 


C^nt. 
0.96 
.48 
.18 
.16 
.24 
.28 
.32 
.36 
.14 
.28 
.28 
.24 


Excess  of 
double- 
month 
margin. 


Cent. 
0.44 
.10 
.04 
.00 
.00 
.00 
.00 
.00 
.00 
.00 
.00 
.02 


a  The  margin  for  the  single  month  is  obtainable  because  double-month  futures  in  the  second  month 
become  single-month  futures;  that  is  to  say,  an  August-September  contract  becomes  in  September  a 
September  contract.  Comparatively  little  new  business  Is  done  in  such  single-month  contracts.  It  Is 
probable  that  If  there  were  more  business  in  these  single-month  ddiveries  the  margin  would  be  even 
more  constant  than  it  Is.    In  connection  with  this  table  see  chart  21 ,  opposite  page  229. 
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Table  27.-COMPARISON  OF  MARGIN  BETWEEN  THE  SPOT  AND  THE  CONTRACT  PRICE 
FOR  CURRENT  DOUBLE-MONTH  AND  MARGIN  BETWEEN  THE  SPOT  AND  THE  CON- 
TRACT PRICE  FOR  CURRENT  SINGLE-MONTH  DELIVERIES,  LIVERPOOL  MARKET, 
ON  THE  FIRST  BUSINESS  DAY  IN  EACH  MONTH,  SEPTEMBER,  1903,  TO  AUGUST, 
1909— Continued. 


Month. 


Margin  baaed  on- 


Double-     Single- 
month       month 
.  deliveries. ,  deliveries. 


1905-^. 
September.., 

October 

November... 
December... 

January 

February 

March 

April 

May 

June 

July 

August 

1906-7. 
September... 

October 

November... 
December... 

January 

February 

March 

April 

May 

June 

July 

August 


CenU, 
a  16 
.16 
.20 
.24 
.28 
.28 
.32 
.38 
.36 
.46 
.66 
.66 

.97 

LOS 

.67 

.78 

.70 

.81 

.76 

.76 

LOO 

1.11 

.90 

1.00 


Ceta. 

a  16 

.16 
.20 
.24 
.28 
.28 
.32 
.36 
.36 
.44 
.56 
.62 

.76 
.91 
.57 
.68 
.68 
.73 
.76 
.71 

.80 

.84 
.76 


Excess  of 
double- 
month 
margin. 


Cent. 
0.00 
.00 
.00 
.00 
.00 
.00 
.00 
.02 
.00 
.02 
.10 
.14 

.21 
.14 
.10 
.10 
.02 
.08 
.01 
.06 
.01 
.22 
.06 
.24 


Month. 


Margin  based  on- 


Double-  I   Single- 
month   \   month 
deliveries.!  deliveries. 


1907-8. 
September... 

October 

November... 
December... 

January 

February 

March 

April 

May 

June 

July 

August , 


Excess  of 
double- 
month  . 
margin. 


1908-9. 
September... 

October 

November... 

December 

January 

February 

March 

April 

May 

June 

July 

August 


CentB. 

L21 

L14 

.67 

.76 

.87 

.90 

.86 

.87 

.92 

L33 

1.40 

1.42 

L07 
.98 
.62 
.61 
.44 
.31 
.16 
.17 
.18 
.28 
.32 
.41 


Ctnts. 

a  91 

L04 

.63 

.75 

.88 

.89 

.79 

.85 

.92 

L20 

L23 

.77 

.80 
.79 
.43 
.56 
.41 
.28 
.16 
.16 
.18 
.28 
.32 
.28 


Cent. 
0.30 
.10 
.14 
.00 
-.01 
.01 
.07 
.02 
.00 
.13 
.17 
.66 

.27 
.19 
.19 
.05 
.03 
.03 
.00 
.01 
.00 
.00 
.00 
.13 


Differences  for  inactive  grades  in  Liverpool  often  nomi- 
nal.— ^At  the  same  time  the  Liverpool  margin  between  the  spot  and 
the  contract  price,  even  where  only  the  single-month  delivery  is 
quoted,  has  in  some  recent  years  been  abnormally  wide.  An  especial 
reason  for  this  is  the  second  above  enumerated,  namely,  that  the  quo- 
tations of  some  grades,  and  particularly  of  low  grades,  in  Liverpool, 
while  perhaps  correct,  have  at  times  been  based  on  such  small  trans- 
actions as  to  make  them  nominal  and  not  representative  of  a  true 
commercial  difference — that  is,  a  difference  at  which  a  round  lot  of 
cotton  could  be  sold  if  offered  on  the  market.  This  fact  was  clearly 
l^rought  out  by  a  member  of  the  Liverpool  Cotton  Association  who 
appeared  as  a  witness  before  the  New  York  special  committee  and 
who  in  response  to  a  question  as  to  why,  with  future  contracts  far 
below  the  spot  price  of  middling,  there  was  not  a  heavy  demand  for 
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such  contracts  with  a  view  to  taking  up  low  grades — ^which  might 
reasonably  be  expected  on  the  delivery — with  a  view  to  reselling 
these  in  the  open  market;  said : 

Because  those  quotations  are  quotations  at  which  he  can  sell 
perhaps  10,  or  20,  or  50  bales.  That  has  been  one  of  the  features 
which  has  kept  our  market  so  wide  apart  this  year.  There  has 
been  such  a  quantity  of  low-grade  cotton  in  the  market  that  it 
would  pay  no  one  to  take  it  up  even  at  40  points  [under  the  indi- 
cated spot  value],  for  by  the  time  he  would  sell  it,  by  the  time 
there  would  be  any  demand  for  it,  the  40  points  profit  would  be 
eaten  up  by  expenses.  In  other  words,  these  are  prices  at  which  a 
minimum  quantity  can  he  sold.^ 

This  feature  of  the  Liverpool  market  was  recognized  by  a  member 
of  the  New  York  special  committee,  as  will  be  seen  from  the  following 
excerpt  from  his  statement  to  a  witness  at  a  subsequent  session  of  the 
committee: 

For  instance,  in  Liverpool  it  has  been  testified  here  by  several 
gentlemen  that  the  difference  between  middling  and  good  ordi- 
narv  is  the  difference  at  which  small  lots  of  good  ordinary  can  be 
soldf — 50  bales  here  and  50  bales  there — but  that  the  ruling  mar- 
ket [difference]  for  good  ordinary  is  more  and  it  can  not  be  sold 
at  those  differences ;  and  that  probably  if  the  differences  had  been 
suflBciently  wide  there  might  not  have  been  in  Liverpool  this  die- 
parity  between  the  price  of  middling  cotton  and  the  price  of  the 
future  contract. 

The  question  naturally  arises  why  business  in  the  less  desirable 
grades  in  a  market  so  large  as  Liverpool  should  be  thus  restricted. 
Some  members  of  the  Liverpool  exchange  have  stated  that  this  is 
partly  due  to  peculiar  local  conditions  in  that  market,  and  particu- 
larly to  the  unwillingness  of  spinners  at  times  to  take  low  grades 
at  almost  Any  price,  and  to  the  absence  of  a  large  speculative  jobbing 
class,  so  that  the  mere  offering  down  of  these  grades  does  not  increase 
sales  to  spinners,  and  at  the  same  time  does  not  attract  speculative 
purchases  by  middlemen. 

In  this  connection  the  following  excerpt  from  a  letter  by  a  member 
of  the  Liverpool  Cotton  Exchange  is  of  interest : 

It  is  quite  true  that  in  the  lower  grades  especially  pricCwS 
quoted  are  not  always  easily  obtainable,  but  as  low-grade  cotton 
is  little  used  by  English  spinners  the  reducing  of  quotations  would 
not  induce  a  demand,  as  the  great  majority  of  spinners  will  not 
use  such  cotton. 

For  example,  good  ordinarv  may  be  quoted  at  70/100  off  niid- 
dling  and  be  worth  it  to  any  buyers  of  the  trade  requiring  it,  but 
if  the  quotation  was  reduced  to  90/100  off  it  would  not  induce 
buyers  to  take  a  greater  quantity. 


<^  Italics  by  Bureau, 
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This  is  a  market  where  cotton  is  bought  abnost  entirely  for 
trade  consumption,  and  if  the  quality  does  not  suit,  the  price  will 
not  tempt  the  buyer.  It  is  thus  different  from  the  American 
markets,  where,  if  the  price  is  suddenly  reduced,  some  merchant 
will  immediately  buy  it  in  the  hope  of  being  able  to  sell  it  later  to 
a  buyer  for  home  consumption  or  an  exporter  to  Great  Britain  or 
the  Continent. 

Obviously,  quotations  based  on  sales  of  only  a  very  few  bales  of 
cotton  may  not  be  fairly  representative  of  the  difference  at  which  a 
lot  of  100  bales  could  be  sold.  Since  100  bales,  roughly  speaking,  is 
the  unit  of  the  contract,  the  differences  should  be  those  at  which  that 
quantity  of  substantially  that  quantity  could  be  sold.  This  brings 
up  the  practical  question  as  to  how  this  difficulty  can  be  remedied  if 
the  actual  sales  are  confined  to  lots  of  only  5  or  10  bales.  This 
matter  is  discussed  elsewhere.*  The  point  to  be  emphasized  here  is 
that  the  buyer  who  might  otherwise  be  disposed  to  take  up  cotton 
on  Liverpool  contracts  is  deterred  from  doing  so  because  he  can  not 
dispose  of  any  substantial  quantity  of  the  grades  which  would  be 
tendered  him  at  the  quoted  prices  for  such  grades.  This  undoubt- 
edly goes  far  to  explain  the  wide  margin  between  spot  and  future 
prices  in  the  Liverpool  market  in  the  seasons  of  1906-7  and  1907-8. 

The  point  is,  nevertheless,  made  by  opponents  of  commercial 
differences  that  regardless  of  what  caused  the  disparity  between  spot 
and  future  prices  at  Liverpool  it  is  a  fact  that  the  disparity  existed. 
They  urge,  moreover,  that  such  disparities  are  likely  to  occur  at  any 
time  under  the  conmiercial-difference  system.  The  answer  to  this 
is  that  in  the  New  Orleans  market  these  disparities  have  been  infre- 
quent and  that  even  in  Liverpool  they  have  been  much  less  serious 
than  at  New  York.  Furthermore,  the  fact  that  a  system  which  is 
correct  in  principle  has  not  worked  properly  in  one  market  where  it  I 

has  not  been  properly  apphed  does  not  justify  its  abandonment  for 
one  inherently  unsound. 

Effect  of  Liverpool  method  of  ARBrrRATiNG  extra-staple  | 

COTTON  FOR  CONTRACT  DELIVERY. — Another  f  actor  which  tends  to  pro- 
duce unusual  discounts  of  the  Liverpool  contract  price  is  the  Liverpool 
method  of  handling  extra-staple  cotton.  The  premiums  for  cotton 
of  extra-staple  length  vary  anyivhere  from  1  cent  or  less  to  10  or  15 
cents  or  more.  It  is  recognized  throughout  the  cotton  trade  that  the 
valuation  of  extra-staple  cotton  is  an  exceedingly  difficult  task.  The 
New  York  and  New  Orleans  cotton  exchanges  meet  this  difficulty  in 
contract  deliveries  by  limiting  the  allowance  for  staple  cotton  to 
one-fourth  of  a  cent  per  pound,  which  has  the  practical  effect  of 
virtually  excluding  such  troublesome  cotton  from  contract  delivery. 
In  Liverpool,  however,  a  buyer  may  be  forced  to  take  such  cotton  at 

t*Se€  page  246, 
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10  cents  per  pound  premium,  and  yet  if  he  were  to  re  tender  it  on  the 
next  day,  or  even  on  the  same  day,  he  might  get  an  allowance  of  only 
8  cents,  and  this  without  the  slightest  dishonesty  on  the  part  of  either 
board  of  arbitrators.  This  is  admitted  not  only  by  advocates  of 
commercial  differences,  but  also  by  defenders  of  fixed  differences. 
Thus,  a  member  of  the  New  York  Exchange,  who  appeared  as  a  witness 
before  the  New  York  committee,  when  asked  whether  this  uncertainty 
as  to  allowance  for  staple  cotton  might  result  in  depression  of  the 
contract  price,  said: 

Of  course,  the  margin  is  very  much  wider  than  that  in  ordinary 
cotton,  because  there  is  not  only  the  grade  difference,  but  there 
is  the  staple  value,  and  the  arbitration  may  easily  be  unjust — 
honestly  unjust — to  the  extent  of  a  penny  [2  cents]  per  pound. 
When  I  say  ''honestly  unjusf  I  mean  no  intent  to  defraud  on 
the  part  of  the  arbitrators  or  the  appeal  committee;  but  the 
wider  the  range  the  wider  their  chances  of  making  an  error. 

This  witness  expressed  the  opinion  that  this  uncertainty  might  at 
times  cause  a  depression  of  the  contract  price,  but  argued  that  it  did 
not  do  so  in  the  season  of  1906-7  because,  in  his  opinion,  there  was 
not  a  single  bale  of  staple  cotton  delivered  on  Liverpool  contracts  in 
that  season.  In  that  year,  however,  the  premiums  for  extra  staple 
in  the  spot  market,  as  shown  in  Part  I  of  the  Bureau's  report,"  were 
unusually  large,  and  it  is  a  fair  question  whether  the  possibility  that 
such  cotton  might  be  tendered  the  purchaser  of  contracts  did  not 
have  an  influence  upon  his  bids.  Moreover,  evidence  obtained  by 
the  Bureau  leaves  no  doubt  that  at  times  the  Liverpool  practice  with 
regard  to  staple  cotton  has  exerted  a  depressing  influence  upon  the 
Liverpool  contract. 

An  especially  important  consideration  is  that  extra-staple  cotton 
is  not  desired  by  many  mills,  while,  on  account  of  its  higher  cost,  it  is 
not  adapted  to  the  manufacture  of  some  classes  of  goods;  that  is, 
such  cotton  has  a  limited  market,  and  frequently  becomes  a  so-called 
''(li*ug,"  so  that  the  difficulty  of  accurately  determining  the  differ- 
ences is  materially  increased.  For  this  reason  it  is  especially  objec- 
tionable to  the  purchaser  of  contracts.  The  result  is  that  holders  of 
contracts,  fearing  the  delivery  of  such  extra-staple  cotton,  are  dis- 
posed to  sell  out  their  contracts  even  at  a  relative  depression  of  the 
contract  price. 

Effect  of  privilege  of  delivering  cotton  under  good  ordi- 
nary.— Still  another  peculiar  feature  of  the  Liverpool  market, 
and  one  which  undoubtedly  has  a  tendency  to  explain  in  part  the 
wide  margin  between  the  spot  and  contract  prices  in  some  recent 
years,  was  the  privilege  formerly  allowed  the  deliverer  of  tendering 
grades  below  good  ordinary,  which  was  nominally  the  lowest  deliverable 

oSee  page  137,  Part  I, 
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grade.  For  instance,  the  buyer  of  contract  cotton  in  Liverpool  could 
be  tendered  50  bales  of  ordinary,  provided  the  balance  of  the  delivery 
was  sufficiently  high  in  grade  to  bring  the  average  of  the  whole  tender 
up  to  good  ordinary.  In  this  case,  however,  the  deliverer  was 
penalized  in  addition  to  the  deduction  of  the  current  commercial 
difference  off. 

The  practical  effect  of  this  custom,  it  will  be  seen,  was  to  make 
the  Liverpool  contract  a  wider  one  than  on  its  face  it  appeared  to  be. 
This  privilege  of  delivering  low  grades  naturally  had  a  tendency  to 
increase  the  discount  of  the  future  contract  price. 

Report  of  Liverpool  committee  on  faults  of  Liverpool 
CONTRACT. — These  criticisms  of  the  Liverpool  contract,  it  may  be 
noted,  were  in  the  main  confirmed  by  a  committee  of  the  Liverpool 
Cotton  Association,  appointed  in  December,  1908,  to  consider  possible 
improvements  in  the  Liverpool  system.  The  report  of  this  com- 
mittee, submitted  in  August,  1909,  said  in  part: 

After  a  prolonged  investigation  into  the  operation  of  our 
American  '* futures''  contract,  and  after  receiving  evidence  for 
and  against  the  proposals  from  members  representing  different 
sections  of  the  trade,  we  have  arrived  at  the  following  con- 
clusions : 

That  a  stable  contract,  which  will  not  vary  materially  from 
spot  values,  is  desirable  and  would  benefit  every  section  of 
tne  trade. 

That  the  defect  of  the  present  contract  lies  in  the  fact  that 
it  possesses  no  stable  relative  value  as  compared  with  the  actual 
cotton  which  it  ''hedges"  and  represents. 

This  instability  inflicts  considerable  loss  upon  the  cotton 
business  in  Liverpool,  by,  at  times,  making  it  impossible  for 
importer  to  tender  except  at  serious  loss,  by  making  continental 
and  other  merchants,  who  have  contracted  ahead,  use  future 
contracts  in  other  markets  in  preference  to  Liverpool  as  a  cover 
for  such  sales,  and,  by  inviting  the  operations  or  manipulators, 
who  are  tempted  to  squeeze  ancTcorner  the  market  by  the  frequent 
wide  disparity  between  the  contract  and  spot  values.  All 
cotton  business,  therefore,  based  upon  the  futures  contract  is 
rendered  always  uncertain  and  frequently  unprofitable — a  state 
of  affairs  prejudicial  to  all  cotton  interests. 

That  this  frequent  disparity  between  the  present  contract  and 
spot  values  is  due  to  the  wide  range  of  options  possessed  by  the 
seller,  and  particularlv  those  of  tendering  long-staple  cotton  and 
cotton  as  low  as  gooa  ordinary  without  any  limit  as  to  arbitra- 
tion allowance. 

We  find  that  during  recent  years,  when  the  difference  between  the 
contract  and  spot  value  has  been  greatest,  the  wide  difference  has 
been  due  to  tenders  of  cotton  out  of  demand  at  the  tirne,  viz,  long- 
staple  cotton  and  low  grades.  These  two  qualities  have  exercised  a 
depreciating  effect  on  the  contract,  at  times  separately,  and,  at 
other  times,  in  conjunction.^ 

» Italics  by  Bureau. 
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It  is  obvious,  therefore,  that  the  present  range  of  options  of 
tenderable  grade  and  qualities  is  too  wide  to  permit  the  contract 
being  as  valuable  as  the  spot  cotton  it  hedges  and  represents. 
How  much  less  valuable  than  spot  value  the  contract  will  be  at 
any  given  time  will  depend  upon  the  amount  of  cotton  present 
and  available  for  tender  of  a  Kind  undesirable  from  the  point  of 
view  of  a  prompt  sale  at  its  spot  value. 

The  demand  for  these  qualities  is  in  the  aggregate  inconsider- 
able, relative  to  the  bulk  of  the  Lancashire  trade  consumption, 
and  the  daily  demand  at  times  is  quite  small.  The  supply, 
however,  at  times  is,  relative  to  demand,  in  excess,  and  mas- 
much  as  the  trading  margin  on  staple  cotton  and  low  cotton  is  or 
ought  to  be  comparatively  large,  it  follows  that  a  tender  involves 
less  loss  than  on  other  cotton,  and  the  take-up  of  such  cotton 
less  attraction.  Thus,  holders  of  the  contract  shirk  from 
receiving  tenders  whenever  they  are  certain  to  be  of  these  unde- 
sirable qualities. 

This  causes  a  depreciation  of  the  contract  relative  to  actual 
cotton. 

It  is  alleged  that  what  happens  in  such  circumstances  is,  not 
the  depreciation  of  the  future  contract,  but  the  appreciation  of  spot 
cotton;  but  this  is  simply  another  way  of  expressing  the  same 
fact.  Were  it  not  for  the  presence  and  action  of  undesirable 
cotton,  buyers  of  the  contract  would  surely  compete  for  it  and 
enhance  its  value  up  to  practically  the  level  of  spot  cotton,  seeing 
that  all  the  cotton,  except  the  undesirable,  could  be  sold  at  a 
profit.  If  long-staple  and  low  cotton  were  disfranchised,  we 
consider  that  the  contract  would  sell  constantly  nearer  to  spot 
value.  The  fact  that  New  York,  New  Orleans,  and  Havre 
wholly  or  practically  disfranchise  long-staple  cotton,  and  Havre 
disfranchises  low  cotton  in  addition,  is  evidence  in  confirmation. 

We  recognize  the  remedial  effect  produced  by  the  recent  legis- 
lation excluding  from  tender  any  single  bale  below  good  ordi- 
nary, and  not  only  consider  the  step  as  confirmatory  of  our 
belief  in  the  depreciating  effect  of  low  cotton,  but  also  hold  that 
a  further  development  or  this  action  along  the  lines  of  our  report 
is  desirable. 

The  committee,  as  noted  elsewhere,^  proposed  to  remedy  the  situa- 
tion by  penalizing  these  troublesome  cottons;  in  the  case  of  extra- 
staple  cotton  by  reducing  the  allowance  of  premium  on,  and  in  the 
case  of  the  low  grades  by  increasing  the  allowance  off. 

It  should  be  noted  in  this  connection  that  a  minority  report  was 
submitted  by  this  committee  dissenting  from  the  proposed  treatment 
of  these  cottons.  This  minority  report,  however,  did  not  dispute  the 
assertion  in  the  majority  report  that  the  present  method  of  treating 
such  cotton  had  been  largely  responsible  for  the  occasional  abnormal 
discounts  in  the  Liverpool  market. 

Liverpool  margin  more  constant  than  New  York  margin. — 
In  spite  of  this  faulty  operation  of  the  Liverpool  system,  it  is  impor- 

o  See  page  247, 
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tant  to  point  out  that  fluctuations  in  the  Liverpool  margin  have  been 
decidedly  less  violent  than  those  in  the  New  York  market.  This  is 
clearly  brought  out  in  Table  28,  and  also  in  chart  21,  opposite  page 
229,  which  compares  the  margin  at  Liverpool  for  six  years  with  the 
margin  at  New  York.  The  Liverpool  margin  is  shown  with  respect 
to  both  the  current  single-month  future  and  the  current  double-month 
future. 


Table  28.— COMPARISON  OF  MARGINS  BETWEEN  SPOT  PRICE  OF  MIDDLING  AND 
PRICE  OF  CURRENT  FUTURE  CONTRACTS  AT  NEW  YORK  WITH  MARGINS  AT 
LIVERPOOL,  BASED  ON  CURRENT  DOUBLE-MONTH  AND  SINGLE-MONTH  FUTURES, 
RESPECTIVELY,  FIRST  AND  FIFTEENTH  OF  EACH  MONTH,  SEPTEMBER,  1903,  TO 
AUGUST,  1909. 

[Converted  from  Liverpool  figures  oa  basis  of  Id.— 2  cents.] 


Date. 


Liverpool  margin. 


Double 
month. 


1903-4. 
September  1 . 
September  15 

October  1 

October  15. . . 
November  2. 
Novemlwr  16 
December  1 . . 
December  15. 
January  4... 
January  15... 
February  1 . . 
February  15. 

March  1 

March  15 

April  5 

AprlllS 

May2 

May  16 

June  1 

June  15 

July  1 

July  15 

August  2 

August  15 

1904-5. 
September  1 . 
September  15 

Octol)er  1 

OctoJjer  15... 
November  1 . 
Noveml)er  15, 
December  1 . . 
December  15. 

Januarys 

January  16. . . 
February  1 . . 
February  15.. 


Cents. 
L34 
L82 
1.68 
L52 
.52 
.44 
.38 
.34 
.28 
.44 
.32 
.40 
.44 
.56 
.60 
.62 
..% 
.48 
.46 
.58 
.54 
.64 
.82 
.86 


Single 
month. 


Cents. 
0.56 
.90 
1.32 
1.10 
.42 
.30 
.28 
.24 
.28 
.40 
.32 
.40 
.42 
.54 
.54 
.54 
.48 
.40 
.34 
.38 
.46 
.48 
.50 
.52 


L40 

.96 

2.16 

L46 

.58 

.48 

.26 

.24 

.22 

.18 

.16 

.12 

.16 

.16 

.20 

.20 

.24 

.24 

.26 

.26 

.28 

.28 

.32 

.32 

New 

Yorlc 

margin. 


Cents. 

1.23 
.74 
.73 
.45 
.31 
.40 
.38 
.31 
.58 
.29 
.55 

1.37 
.63 
.43 
.65 
.22 
.35 
.33 
.60 
.91 
.73 
.31 
.48 
.52 

.62 
.39 
.59 
.47 
.47 
.53 
.58 
.45 
.30 
.40 
.38 
.46 


Date. 


1904-5. 

March  1 

March  15 

April  1 

April  15 

Mayl 

May  15 

June  1 

June  15 

Julyl 

July  15 

August  1 

August  15. . . 

1905-6. 
September  1 . . 
September  15. 

October  2 

October  16... 
November  1 . . 
November  15. 
December  1 . . 
Deceml)er  15. 

January  2 

January  15... 
February  1 . . . 
February  16. . 

March  1 

March  15 

April  2 

April  17 

Mayl 

May  15 

June  1 

June  15 

July  2 

July  16 

August  1 

August  15 


Liverpool  margin. 

Double 
month. 

Single 
mo.'ith. 

Cent. 

Cent. 

0.32 

0.32 

.32 

.32 

.36 

.36 

.32 

.32 

.14 

.14 

.28 

.28 

.28 

.28 

.28 

.28 

.28 

.28 

.34 

.34 

.26 

.24 

.42 

.42 

.16 

.16 

.16 

.16 

.16 

.16 

.16 

.16 

.20 

.20 

.24 

.24 

.24 

.24 

.24 

.24 

.28 

.28 

28 

.28 

.28 

.28 

.28 

.28 

.32 

.32 

.36 

.36 

.38 

.36 

.36 

.36 

.36 

.36 

.40 

.40 

.46 

.44 

.50 

.48 

.66 

.56 

.58 

.52 

.66 

.52 

..W 

.52 

New 

York 

m?.rgin. 


CenU. 
0.43 
.49 
.55 
.55 
.34 
.39 
.51 
.53 
.47 
.02 
.42 
.35 

.43 
.52 
.40 
.60 
.35 
.67 
.57 
.62 
.5S 
.58 
.63 
.60 
.65 
.81 
.68 
.62 
.60 
.57 
.80 
.55 
.  56 
.73 
.94 
1.18 
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Table  28 —COMPARISON  OF  MARGINS  BETWEEN  SPOT  PRICE  OF  MIDDLING  AND 
PRICE  OF  CURRENT  FUTURE  CONTRACTS  AT  NEW  YORK  WITH  MARGINS  AT 
LIVERPOOL,  BASED  ON  CURRENT  DOUBLE-MONTH  AND  SINGLE-MONTH  FUTURES, 
RESPECTIVELY,  FIRST  AND  FIFTEENTH  OF  EACH  MONTH,  SEPTEMBER,  1903,  TO 
AUGUST,  1909— Continued. 


Date. 


1906-7. 
September  4.. 
September  15. 

October  1 

October  15. . . 
November  1.. 
November  15. 
December  1 . . 
December  15. 

January  2 

January  15... 
February  1 . . . 
February  15. . 

March  1 

March  15 

April  2 

April  15 

Mayl 

May  15 

June  1 

June  15 

Julyl 

July  15 

August  1 

August  15 

1907-8. 
Septembers.. 
September  16. 

October  1 

October  15... 
November  1 . . 
November  15. 
December  2.. 
December  16. 

Januarys 

January  15... 
February  1... 
February  15.. 


Liverpoo 

1  margin. 

Double 
month. 

Single 
month. 

Cent9. 

CenU. 

0.92 

0.72 

L02 

.74 

1.05 

.91 

.78 

.68 

.67 

.57 

.64 

.52 

.78 

.68 

.61 

.56 

.70 

.68 

.72 

.71 

.81 

.73 

.79 

.60 

.76 

.75 

.72 

.71 

.76 

.71 

.90 

.84 

LOO 

.99 

1.02 

1.01 

Lll 

.89 

.99 

.74 

.90 

.84 

.74 

.72 

LOO 

.76 

1.00 

.76 

1.21 

.91 

1.17 

.91 

1.14 

L04 

.94 

.84 

.67 

.53 

.64 

.51 

.75 

.76 

.84 

.84 

.87 

.88 

.89 

.89 

.90 

.89 

.87 

.86 

New 

York 

margin. 


Ctntf.  I 
L18  I 
1.00 
.42 
.29 
.37 
.50 
LOl 
L25 
1.28  I 
L51 
L96 
L82 
L63 
L69  • 
L66 
L61 
1.40 
L30 
L51 
L35 
1.25 
L30 
L47 
2.02 

L94 
1.25 
.89 
.95 
.55 
.50 
.54 
.56 
.85 
.78 
.80 
.92 


Date. 


1907-8. 

March  2 

March  16 

April! 

April  15 

Mayl 

May  16 

June  1 

June  15 

Julyl 

July  15 

August  4 

August  15 

1908-9. 
September  1. 
September  16 

October  1 

October  15... 
November  2. . 
November  16, 
December  1 . . 
December  15. 

January  4 

January  15... 
February  1... 
Febniary  15.. 

March  1 

March  15 

April  1 

April  15 

May  1 

May  16 

June  2 

June  IS 

Julyl 

July  16 

Augusts 

August  16... 


Liverpool  margin. 


Double 
month. 


Cents. 

0.86 

.83 

.87 

.91 

.92 

LOO 

L33 

L34 

L40 

L06 

L42 

1.37 


L07 
L26 
.98 
.09 
.62 
.62 
.61 
.43 
.44 
.34 
.31 
.25 
.16 
.17 
.17 
.24 
.18 
.24 
.28 
.29 
.32 
.32 
.41 
.44 


Single 
month. 


Cenit. 
0  79  I 
.83  I 
.86  ! 
.84 
.92 
L04 
L20 
L20 
L23 
.96 
.77 
.58 

.80 
.83 
.79 
.51 
.43 
.43 
.56 
.39 
.41 
.31 
.28 
.21 
.16 
.17 
.16 
.24 
.18 
.24 
.28 
.29 
.32 
.32 
.28 
.26 


New 

York 

margin. 


Cents. 

0.06 

.85 

.89 

1.14 

L83 

L56 

L41 

1.26 

1.70 

1.61 

.SO 

.60 

.55 
.41 
.26 
.28 
.29 
.21 
.24 
.42 
.29 
.33 
.37 
.34 
.33 
.39 
.22 
.33 
.20 
.47 
.43 
.61 
.63 
.61 
.53 


It  will  be  seen,  even  from  a  superficial  examination  of  this  table  and 
chart,  that,  except  for  the  season  1907-8,  the  Liverpool  discount  has 
been  narrower  and  at  the  same  time  decidedly  more  constant  than 
that  at  New  York.  This  is  especially  the  case  if  the  temporary  and 
exceptional  movements  in  the  Liverpool  discount  which  occurred 
at  the  beginning  of  the  seasons  of  1903-4  and  1904-5,  and  which 
were  partly  due   to  unusual   conditions,   are   eliminated   from  con- 
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sideration.  In  the  seasons  of  1906-7  and  1907-8  the  Liverpool 
discount  fluctuated  with  considerable  violence.  However,  a  careful 
study  of  the  chart  shows  at  once  that,  although  the  margin  at  Liver- 
pool was  distinctly  wider  in  these  seasons  than  it  had  been,  in  the 
main,  in  the  three  preceding  seasons,  fluctuations  in  that  discount  were 
still  much  less  violent  than  fluctuations  in  the  New  York  discount. 
For  instance,  it  will  be  seen  that,  whereas  the  New  York  discount 
fluctuated  during  the  season  of  1906-7  from  about  30  points  to  200 
points,  the  Liverpool  margin,  based  on  the  double-month  quotation, 
seldom  exceeded  100  points,  and  never  fell  below  60  points.  Roughly 
speaking,  the  curve  representing  the  Liverpool  discount  is  confined  to 
a  single  vertical  space  (representing  a  one-half  cent  fluctuation), 
whereas  the  New  York  curve  fluctuates  over  three  and  a  half  spaces. 
The  margin  based  on  single-month  deliveries  at  Liverpool,  it  may  be 
noted,  is  somewhat  more  constant  than  that  based  upon  the  double- 
month  quotation. 

In  1907-8  the  Liverpool  discount  again  fluctuated  somewhat  less 
violently  than  the  New  York  discount,  but  fluctuations  at  Liverpool 
in  this  year  were  very  abnormal  and  distinctly  greater  than  they 
should  have  been  under  the  proper  conduct  of  the  commercial-differ- 
ence system.  This  is  particularly  true  in  the  closing  months  of  the 
season. 

Despite  this  fact  that  in  the  season  of  1907-8  the  Liverpool  discoimt 
did  fluctuate  with  exceptional  violence,  it  will  be  seen  from  the  chart 
that  from  September,  1906,  to  April,  1908,  the  Liverpool  discount, 
while  unduly  wide,  was  distinctly  more  constant  than  that  at  New 
York.  This  is  an  exceedingly  important  matter,  since,  as  already 
pointed  out,  it  is  the  irregularity  of  the  discount  rather  than  its  abso- 
lute amount  which  concerns  cotton  merchants  using  the  market  for 
hedging  purposes;  that  is,  it  would  be  somewhat  immaterial  whether 
the  normal  margin  of  the  future  price  were  25  points  or  100  points,  if 
a  normal  margin  were  at  all  times  substantially  maintained.  While 
the  Li\^rpool  margin  during  the  period  under  discussion  was  by  no 
means  constant,  it  will  be  apparent  that  the  purchaser  of  a  Liverpool 
contract  during  the  twenty  months  from  September,  1906,  to  April, 
1908,  inclusive,  would  at  no  time  have  lost  much  over  50  points  because 
of  an  increase  in  the  discount  of  the  contract  price,  whereas  a  pur- 
chaser in  the  New  York  market  could  have  lost  approximate!}'-  175 
points,  and  frequently  was  threatened  with  a  loss  of  over  100  points. 

The  important  point  in  all  the  foregoing  discussion  of  the  Liverpool 
system  is  that,  while  Liverpool  ostensibly  employs  commercial  differ- 
ences, it  has  special  provisions  in  its  contract  which  greatly  complicate 
the  operation  of  that  system.  As  a  result,  it  is  not  fair  to  cite  the 
operation  of  the  Liverpool  system  as  representative  of  the  probable 
result  at  New  York  of  a  faithful  application  of  the  real  principles  of 
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the  commercial-difference  system.  To  say  that  the  Liverpool  system 
is  "  precisely  "  <*  the  system  recomimended  by  the  Bureau  of  Corpora- 
tions is  indeed  quite  incorrect.  The  Bureau  in  its  report  flatly  stated 
that  it  had  made  no  exhaustive  investigation  of  the  Liverpool  Cotton 
Association.  Its  indorsement  of  the  Liverpool  system  therefore  can 
be  implied  only  to  the  extent  to  which  the  Liverpool  Cotton  Associa- 
tion really  applies  the  principles  of  the  commercial-difference  system. 
The  report  clearly  shows  that  the  commercial-difference  system  as 
appUed  in  the  New  York  market  many  years  ago  resulted  in  main- 
taining a  much  more  uniform  parity  between  the  spot  and  contract 
prices  than  has  been  maintained  by  the  fixed-difference  system,  and 
that  the  commercial-difference  system  as  continuously  applied  in  New 
Orleans  has  likewise  been  much  superior  to  the  fixed-difference  system 
of  New  York. 

Nevertheless,  it  must  be  recognized  that  the  commercial-difference 
system,  as  actually  employed  at  New  Orleans  or  Liverpool  (and  for- 
merly at  New  York),  has  not  at  all  times  maintained  a  uniform  parity 
between  spot  and  contract  prices.  The  chief  difficulty  appears  to 
arise  from  the  methods  of  establishing  differences  for  inactive  grades 
which  may  be  in  surplus  supply.  This  difficulty  is  discussed  later. 
Granting  that  some  disturbance  of  the  parity  is  unavoidable,  it 
should  be  apparent  that  any  unnecessary  and  arbitrary  disturbance 
is  an  evil.  It  is  of  particular  importance  to  note,  however,  that  with 
all  the  failure  properly  to  apply  the  commercial-difference  principle 
in  Liverpool  and  New  Orleans  those  markets  have  been  far  more 
safe  for  the  legitimate  trader  than  the  New  York  market  with  its 
uncommercial  system. 

Section  3.  Maintenance  of  parity  not  the  fundamental  issue. 

It  must  constantly  be  borne  in  mind  that  the  maintenance  of  a 
parity  between  the  spot  and  the  contract  price,  important  as  it  is, 
is  not  the  fundamental  issue.  Some  members  of  the  New  York 
special  committee,  as  well  as  witnesses  before  that  committee,  made 
it  appear  that  the  Bureau  was  disposed  to  regard  the  maintenance  of 
a  parity  as  the  vital  issue,  and  even  insinuated  that  the  Bureau  was 
arguing  in  favor  of  artificial  means  for  enforcing  and  maintaining 
such  a  parity.  Reference  was  made  by  one  member  of  the  committee 
on  several  occasions  to  possible  forcing  up  or  *' jacking  up"  of  the 
price  of  the  basis  middling  contract  to  the  price  of  middling  cotton. 
In  this  connection,  at  one  session,  he  said : 

The  general  suggestions  that  are  made  to  us  are  that  we  should 
change  our  differences  here  very  often,  and  the  Government 
says  that  we  ought  to  change  them  at  least  once  a  month,  and 

oSee  page  218. 
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that  theoretically  we  ought  to  change  them,  they  say,  whenever 
there  is  a  change  in  the  prevailing  difference  in  spot  cotton  any- 
where in  the  country. 

Now,  it  is  further  stated  to  us  that  if  we  will  only  do  this  we 
can  constantly  force  up  the  price  of  our  contract  to  the  pjirity 
of  spot  cotton.  You  are  doubtless  familiar  with  this  argu- 
ment— the  argument  that  by  widening  our  differences  on  the 
low  grades  when  those  low  grades  are  superabundant  we  shaU 
automatically  force  up  the  price  of  our  contract  to  the  price  of 
spot  cotton. 

Again,  at  another  session: 

Now,  don't  you  think  that  if  we  were  to  make  the  price  of 
good  ordinary  at  times  4  cents  or  5  cents  off  the  price  of  middling 
and  low  middhng  2  cents  off  the  price  of  middling,  we  might 
jack  up  the  price  of  our  basis  contract  to  the  price  of  the 
prevaifing  quotations  for  middling? 

Any  assertion  or  intimation  that  the  Bureau  is  arguing  in  favor 
of  arbitrary  methods  of  forcing  up  or  *' jacking  up"  the  contract 
price  in  order  to  maintain  a  constant  parity  is  absolutely  unwarranted. 
Instead,  the  Biu^au  recognizes  that,  under  any  system  of  differences, 
disparities  between  the  spot  and  the  contract  price  Mvill  at  times 
occur.     Thus,  it  was  stated  on  page  11  of  the  Summary  of  Part  I: 

An  absolutely  constant  margin  between  the  two  prices  can 
not  be  hoped  for. 

Again,  on  page  102  of  Part  I: 

The  theory  of  hedging  is  based  on  the  assumption  that  the 
price  of  spot  middling  cotton  and  of  future  contracts  for  the 
current  or  spot  month  will  maintain  a  fairly  constant  parity. 
Anything  that  tends  to  disturb  this  normal  parity  interferes 
witn  the  stability  of  the  hedge. 

It  must  be  recognized  at  the  start  that  it  is  impossible  to 
secure  so  perfect  an  adjustment  between  the  two  prices  that  the 
merchant  will  find  his  hedge  an  absolute  protection.  While, 
however,  this  complete  protection  can  not  oe  hoped  for,  it  is 
extremely  desirable  that  there  be  no  unnecessary  disturbance 
of  the  parity  between  the  two  prices. 

Similar  statements  are  made  frequently  throughout  the  report. 

Furthermore,  the  Bureau's  indorsement  of  the  commercial- 
difference  system  is  not  primarily  based  on  the  fact  that  it  tends  to 
maintain  a  more  nearly  constant  parity  between  the  spot  and  the 
contract  price,  but  on  the  fundamental  proposition  that  the  only 
equitable  differences  to  apply  in  settling  deliveries  on  a  basis  con- 
tract, like  a  cotton  contract,  are  those  established  by  the  working 
of  the  law  of  Supply  and  demand.  Thus,  on  page  284  of  Part  I, 
after  referring  to  the  frequent  disturbance  of  the  parity  between  the 
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spot  and  contract  prices  under  the  fixed-diflference  system  at  New 
York;  and  to  other  evils  attendant  on  that  system,  the  report  states  : 

All  these  disadvantages  and  abuses  really  rest  on  the  one 
^fundamental  proposition  that  the  system  is  uncommercial  and 
*unbusinesslike.  The  application  in  the  settlement  of  future 
contracts  of  any  differences  which  do  not  correspond  with  those 
indicated  by  current  commercial  prices  at  the  time  of  dehvery 
is  a  violation  of  the  sound  business  principle  that  values  should 
depend  upon  supply  and  demand. 

Section  4.  Alleged  manipulation  of  differences  under  commercial-difference 
system. 

Another  objection  urged  repeatedly  against  the  commercial- 
difference  system  is  that  spot-market  differences  are  manipulated  or 
misquoted  for  the  personal  advantage  of  particular  interests  in  the 
market.  This  charge  was  considered  at  some  length  in  Chapter  VIII 
of  Part  I  of  the  Bureau's  report.*  Similar  charges  were  presented  at 
the  sessions  of  the  New  York  special  committee.  Thus,  one  of  the 
witnesses  before  the  committee  made  the  f oUowing  statement : 

I  have  seen  persons  who  were  long  of  the  near  months  in  Liver- 
pool attempt  to  depress  the  price  of  cotton  which  they  thought 
they  were  likely  to  receive,  by  aggressively  offering  the  first  grade 
of  that  character  which  they  received  on  contract  in  the  open 
market,  in  order  that  when  they  came  to  take  up  the  balance  tney 
would  get  a  more  favorable  aUowance.  I  have  also  seen  persons 
when  they  were  about  to  tender  cotton  on  contracts  go  into  the 
market  and  offer  more  than  the  market  for  those  grades  which 
they  were  about  to  deUver  in  order  to  get  a  better  basis  for  their 
delivery. 

Q.  Ilow  could  that  happen  in  a  market  where  4ihere  were  buyers 
and  sellers  in  active  competition  for  those  grades  ? 

A.  Because  the  grades  are  delivered  on  contract  in  our  market 
which  are  at  the  moment  unsalable.  When  I  say  *'  unsalable"  I 
mean  to  the  spinners.  It  may  be  middling  fair;  it  may  be  strict 
good  ordinary.  In  other  words,  the  spinner,  the  actual  con- 
sumer, is  not  the  factor  in  making  all  these  prices  that  the 
manipulator  and  speculator  is. 

Similar  statements  have  been  made  repeatedly  by  opponents  of 
commercial  differences. 

Evidence  that  such  complaints  are  exaggerated. — Statements 
that  differences  are  very  frequently  manipulated  under  the  com- 
mercial-difference system,  or  that  they  can  be  continually  manipu- 
lated in  broad  spot  markets  like  New  Orleans  or  Liverpool,  really 
amount  to  the  assertion  that  legitimate  conditions  of  supply  and 
demand  can,  in  the  face  of  keen  competition,  be  overridden  at  the  J 

whim  or  caprice  of  the  manipulator. 

o  See  pages  289  et  seq.  of  that  report. 


COMPLAINTS  AGAINST  COMMERCIAL-DIFFERENCE  SYSTEM.       233 

It  should  be  borne  in  mind  that  if  a  change  in  grade  differences 
injures  either  the  buyer  or  the  seller  of  cotton  the  party  losing  is 
Ukely  to  charge  manipulation^  whereas  if  the  change  had  been  made 
to  suit  him  he  would  have  considered  it  entirely  warranted  and  would 
have  been  incUned  to  discredit  any  complaint  by  the  other  party  of 
any  such  manipulation. 

Undoubtedly  such  manipulation  is  practiced  to  some  extent  and 
at  times  with  success.  To  attain  such  success  is,  however,  very  diffi- 
cult. An  excellent  iUustration  of  this  is  furnished  by  the  failure  of 
a  New  York  Stock  Exchange  firm  in  1908.  If  press  reports  are 
correct,  this  firm  found  itself  heavily  short  of  the  stock  market 
and  attempted  to  break  prices  by  offering  immense  blocks  of  stock 
for  sale.  It  is  true  that  this  manipulation  forced  a  temporary  decUne, 
but  this  in  turn  attracted  heavy  buying;  prices  recovered  sharply, 
and  the  firm  speedily  announced  its  failure. 

It  seems  that  many*  who  allege  that  manipulation  is  regularly 
practiced  assume  that  differences  depend  almost  entirely  on  the 
character  of  the  crop,  and  that  consequently  a  radical  change  in 
differences  after  the  crop  has  been  gathered  is  conclusive  evidence  of 
manipulation.  Any  such  charges  overlook  the  important  influence 
of  demand  and  the  possibiUty  that  as  the  season  progresses  surplus 
grades  of  the  old  crop  which  have  accumulated  may  be  pressed  for 
sale  to  make  way  for  the  new  crop,  or,  if  they  are  more  desirable  than 
the  bulk  of  the  new  crop  promises  to  be,  may  meet  with  an  increased 
demand,  either  condition  legitimately  affecting  the  differences. 

It  is  entirely  natural  that  the  grade  differences  should  vary  from 
time  to  time.  Thus,  a  cotton  merchant  who  was  carrying  a  hne  of 
cotton  against  which  he  had  sold  futures  about  to  mature  might 
decide  that  it  was  better  to  sell  this  cotton  in  the  spot  market  and  buy 
in  his  contracts  than  to  dehver  it  on  contract  or  to  attempt  to  carry 
it  by  transferring  his  hedges.  In  this  case  the  offering  of  the  cotton 
might  produce  a  decline  which  would  be  of  only  brief  duration. 
This  decline  presumably  would  affect  the  contract  differences  for 
such  grades,  and  any  persons  who  suffered  as  a  result  would  be 
inclined  to  argue  that  the  market  had  been  manipulated,  particu- 
larly if  the  former  differences  were  speedily  restored.  Yet  the  move- 
ment might  have  been  entirely  natural. 

A  member  of  the  Liverpool  Cotton  Association  said  on  this  point: 

As  to  the  alleged  frequent  manipulation  in  grade  differences  in 
our  market,  I  strongly  repudiate  this  idea.  Of  course,  there  are 
always  two  sides  to  every  question,  and  there  are  those  in  this 
marKet  who  always  claim  that  our  quotation  committee  are 
wrong  in  their  daily  assessment  of  differences  between  grades, 
but  1  am  persuaded  that,  speaking  generally,  this  committee 
honestly  does  its  work.     Its  composition  is  such  that  it  must  be 
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the  case,  for  it  consists  of  eighteen  members;  six  represent  the 
importing  interest,  six  represent  the  selling  broker's  interest,  and 
six  represent  the  buying  broker's  interest,  i.  e.,  the  spinner's 
interest,  so  that  you  will  understand  that  although  each  of  these 
interests  is  to  an  extent  conflicting  and  therefore  partisan  yet 
the  conflict  of  interest  ought  to  insure  approximate  justice. 

As  bearing  on  these  charges  that  manipulation  is  a  common  occur- 
rence under  the  commercial-difference  system,  it  is  pertinent  to  point 
out  that  in  the  New  Orleans  market,  where  a  revision  of  grade  dif- 
ferences may  occur  on  any  day,  such  changes  have  in  recent  years 
been  comparatively  infrequent.  Taking  the  grades  of  good  middling, 
low  middling,  and  good  ordinary  in  each  year  from  1900-1  to  1908-9, 
the  number  of  occasions  when  a  change  in  any  of  these  grades  has 
been  made  and  the  number  of  changes  in  each  of  these  grades  was  as 
follows: 

Table  29.— NUMBER  OF  CHANGES  IN  GRADE  DIFFERENCES  FOR  GOOD  MIDDLING, 
LOW  MIDDLING,  AND  GOOD  ORDINARY  AT  NEW  ORLEANS,  1900-1  TO  1908-4). 


Year. 


Revi- 
sions in- 
volvlnK 


Changes  in  diflerences  for— 


190O-1 

1901-2 

1902^ 

1903-4 

1904-5 

1905-6 

1906-7 

1907-8 ' 

1908-9 

I 

9  years 


change 

in  some 

grade. 

Good 
middling. 

Low, 
mlddihig. 

Good 
ordlnaxy. 

22 

7 

13 

17 

17 

7 

10 

12 

19 

6 

13 

16 

9 

5 

6 

7 

13 

5 

10 

8 

14 

8 

7 

7 

29 

8 

19 

21 

17 

9 

10 

11 

9 

7 

5 

6 

149 

G2 

93 

105 

It  will  be  seen,  therefore,  that  the  argument  that  the  commercial- 
difference  system  necessarily  involves  almost  constant  changes  in 
grade  differences  is  not  borne  out  by  the  facts.  This  does  not  of 
itself  disprove  charges  of  manipulation.  The  discussion  of  such 
charges  in  Part  I,  however,  clearly  indicated  that  they  were  exag- 
gerated. 

Changes  in  the  differences  in  the  Liverpool  market  for  these  grades 
have  been  more  frequent;  but  again  the  figures  do  not  suggest  any 
such  extensive  manipulation  as  is  charged  by  the  opponents  of  com- 
mercial differences.  The  foUow^ing  tables  show  the  changes  in  the 
spot-market  differences  for  the  grades  of  good  middling,  low  middling, 
and  good  ordinary  cotton  in  the  Liverpool  market  in  the  seasons  of 
1906-7  and  1907-8.  For  convenience,  the  New  Orleans  differences 
for  specified  dates  are  also  presented. 
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lish  contract  differences  on  the  basis  of  that  assumption.  In  other 
words,  under  the  New  York  system  a  majority  of  a  committee  of 
seventeen  may  undertake  to  guess  what  the  weather  will  be,  what 
the  size  and  character  of  the  crop  will  be,  what  the  volume  and  char- 
acter of  the  demand  will  be,  and  then  establish  differences  thus  ar- 
rived at  to  govern  transactions  in  future  contracts  for  months  ahead, 
regardless  of  the  actual  coimnercial  differences;  or  they  may  not  even 
attempt  to  forecast  the  commercial  differences  in  this  way,  but  may 
establish  arbitrary  differences  to  suit  their  own  personal  interests  in 
the  market.  Since  the  revision  committee  is  bound  by  no  definite 
rule,  any  such  abuse  of  trust  can  not  be  successfully  challenged.  This 
is  equivalent  to  saying  that  the  danger  of  such  abuse  of  power  is 
greatly  increased. 

Effect  of  manipulation  under  commebcial-difference  sys- 
tem LIMITED. — Even  if  manipulation  should  occur  frequently  under 
the  commercial-difference  system,  the  dangers  would  be  much  less 
serious  than  those  resulting  from  improper  revision  under  the  fixed- 
difference  system.  In  the  first  place,  with  commercial  differences 
manipulation  is  limited  in  amount,  since  any  pronounced  change  of 
an  improper  character  in  the  difference  would  immediately  be  appar- 
ent. A  much  more  important  matter  is  that  it  is  possible  to  correct 
an  error  at  once.  Under  the  New  York  system,  on  the  other  hand, 
an  error  may  not  only  be  large  in  amount  but  it  must  remain  uncor- 
rected until  the  next  revision  meeting.  With  permanent  differences 
the  error  could  not  be  corrected  at  all,  except  as  the  commercial  dif- 
ferences might  change,  and  would  therefore  necessarily  be  reflected 
in  the  contract  price. 

Still  again,  the  number  of  persons  likely  to  be  injured  by  manipula- 
tion or  misquotation  under  commercial  differences  is  limited,  since 
holders  of  contracts  maturing  at  a  distant  date  naturally  rely  upon 
the  exchange  committee  to  correct  the  error  promptly  and  do  not 
have  to  throw  their  contracts  on  the  market  at  declining  prices.  In 
other  words,  overvaluing  differences  under  the  commercial-difference 
system,  if  promptly  corrected,  do  not  necessarily  disorganize  the 
market  for  hedging  purposes,  whereas  under  * 'fixed '^  differences,  or 
permanent  differences,  they  are  certain  to  do  this.  As  stated  in 
Part  I  of  this  report,  under  the  fixed-difference  system  the  error 
manifests  itself  in  the  contract  price,  and  in  doing  this  affects  the 
entire  body  of  traders  in  a  market,  causing  unjust  injury  to  some 
while  affording  undue  profit  to  others. 

Fixed  differences  are  primarily  urged  for  the  benefit  of  merchants 
who  actually  deliver  cotton  on  contract  and  who,  moreover,  as 
clearly  shown  in  Chapter  IV,  should  take  the  risk  of  genuine  changes 
in  grade  differences  until  some  method  is  devised  for  throwing  it 
wholly  on  the  speculative  class. 
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Table  30.— CHANGES  IN  DIFFERENCES  FOR  GOOD  MIDDLING  COTTON  IN  THE  LIVER- 
POOL MARKET,  SEPTEMBER,  1906,  TO  AUGUST,  1908,  WITH  DIFFERENCES  IN  NEW 
ORLEANS  ON  DATES  GIVEN  FOR  LIVERPOOL— Continued. 


J)at<>. 


1907-8. 


September  .30. . 

October  2 

October  4 

October  7 

Octobers 

October  9 

October  11 

October  12 

November  27 . . 
December  13 .  • 
December  16. . , 

Mays 

Mays 

May  20 

July  30 

August  6 

August  12 

August  19 


Middling. 


Pence. 
6.72 
6.64 
6.53 
6.61 
6.67 
6.64 
6.52  ! 
&54  I 
&10  j 
6.38  ' 
6.33 
5.52  ' 
5.60  I 
6.15 
6.02 
6.22 
5.^ 
5. 78 


Good  mid- 
dling. 


Equivalent 

In  U.  S. 

currency. 


Cent. 
0.96  I 
.92 
.84 
.76 
.72 
.52 
.44 
.40 
.44 
.48 
.52 
.56 
.60 
.56 
.52 
.48 
.44 
.40 


N.  O.  dif- 
ference on 
(same 
date).a 


Cent. 
(*) 
(*) 

(*) 
(») 
(*) 
(*) 
(») 
(*) 
(*) 
(») 


0.50 


(*) 
(») 

(») 
(») 
(*) 


.44 


TABLE  31.— CHANGES  IN  DIFFERENCES  FOR  LOW  MIDDLING  COTTON  IN  THE  LIVER- 
POOL MARKET,  SEPTEMBER,  1906,  TO  AUGUST,  1908,  WITH  DIFFERENCES  IN  NEW 
ORLEANS  ON  DATES  GIVEN  FOR  LIVERPOOL. 


Date. 


1906-7. 


Middling. 


Pence. 
5.36 


September  4 

October  5 6. 14 

November7 5.62  i  5.42  .20  .40 

Noveml)or8 5.63  1  5.45  .18  .36 

I 

Januarys 5.94  j  5.74  .20  .40 

JanuaryO 6.02  1  5.80  .22  .44 

January  18 6.86  1  5.62  .24  .48 

January23 i             6.86  1  6.60  .26  .52 

February  1 5.87  5.59  .28  .56 

Februaryl2 6.04  5.72  .32  .64 

Marchl 6.14'  5.80  .34  .68 

March7 6.22  i  5.90  .32  .64 

AprillS 6.23  I  6.89  .34  .68 

a  It  should  be  noted  that  this  column  simply  shows  the  difference  in  effect  in  New  Oiieans  on  the 
given  date  and  not  all  changes  in  New  Orlenns,  and  not  necessarily  the  exact  date  of  change  for  the  dif- 
ferences actually  given. 

i>  No  change  from  difference  for  preceding  date  specified.  (See  note  a. ) 


ow  mid- 
dling. 

Difference 
off. 

Pence. 

Pence. 

5.16 

0.20 

5.92 

.22 

5.42 

.20 

5.45 

.18 

5.74 

.20 

5.80 

.22 

5.62 

.24 

6.60 

.26 

5.59 

.28 

5.72 

.32 

5.80 

.34 

5.90 

.32 

6.89 

.34 

Equivalent 

In  U.  8. 

currency. 


N.  O.  dif- 
ference ofl 
(same 
date).a 


Cent. 
0.40 
.44 


CentM. 

.& 

.75 

1.00 

1.13 

W 

(ft) 
(ft) 
(ft) 
(ft) 

1.00 

1.31 
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Table  31.--CHANGE8  IN  DIFFERENCES  FOR  LOW  MIDDLING  COTTON  IN  THE  LIVER- 
POOL MARKET,  SEPTEMBER,  1906,  TO  AUGUST,  1908,  WITH  DIFFERENCES  IN  NEW 
ORLEANS  ON  DATES  GIVEN  FOR  LIVER POOL-Continued. 


Date. 


190fr-7. 

Junes 

June  15 

June  17 

July  19 

July  27 

1907-8. 

October  14 

October  26 

October  30 

November  1 

November  14 

November  20 

December  18 

January  28 

January  29 

April  27 

April  28 

May  12 

May  20 

August  19 

August  21 

August  26 


Middling. 


Pence. 
7.50 
7.16 
7.08 
7.06 
7.12 

6.54 
6.03 
6.87 
5.93 
5.92 
5.87 
6.18 
6.40 
6.33 
5.27 
5.17 
5.84 
6.15 
5.78 
5.59 
5.27 


Low  mid- 
dling. 


Pence. 

7.14 
■  6.78 
6.72 
6.68 
6,72 

6.18 
5.71 
5.56 
5.61 
5.50 
5.55 
5.84 
6.01 
5.99 
4.89 
4.83 
5.48 
5.77 
5.44 
5.31 
5.03 


DifTerenoe. 
off. 


Equivalent 

fn  U.  S. 

currency. 


Pence. 
0.36 
.38 
.36 
.38 
.40 

.36 
.32 
.31 
.32 
.42 
.32 
.34 
.30 
.34 
.38 
.34 
.36 
.38 
.34 
.28 
.24 


Cent. 
0.72 
.76 
.72 
.76 
.80 

.72 
.64 
.62 
.64 
.84 
.64 
.68 
.78 
.68 
.76 
.68 
.72 
.76 
.68 
.56 
.48 


N.  O.  dif- 
ference off 
(same 
date).a 


Cente. 
L44 
(*) 
(*) 
(ft) 
(ft) 


1.13 


(ft) 
(ft) 
(ft) 

(ft) 
(ft) 

(ft) 

(ft) 

(ft) 

(ft) 
(ft) 


.88 


76 


.94 


1.06 


1.00 


Table  32.— CHANGES  IN  DIFFERENCES  FOR  GOOD  ORDINARY  COTTON  IN  THE 
LIVERPOOL  MARKET,  SEPTEMBER,  1906,  TO  AUGUST,  1908,  WITH  DIFFERENCES 
IN  NEW  ORLEANS  ON  DATES  GIVEN  FOR  LIVERPOOL. 


September  4. . 

October  3 

October  5 

October  24... 
November  7.. 
November  8.. 
November  17. 
November  23. 
January  5 


Date. 


1906-7. 


Middling. 


Pence. 
5.36 
6.08 
6.14 
6.37 
5. 62 
5.63 
5.98 
5.99 
5.94 


Good  ordi- 
nary. 


Pence. 
4.92 
5.54 
5.58 
5.79 
5.06 
5.09 
5.41 
5.41 
5.34 


Difference 
off. 


Pence. 
0.44 
.54 
.56 
.58 
.  56 
.54 
.57 
.58 


Equivalent 
In  U.  S. 
currency. 


Cente. 
0.88 
1.08 
1.12 
1. 16 
1.12 
1.08 
1.14 
1.16 
1.20 


N.  0.  dif- 
ference off 
(same 
date).a 

Cents. 

1.69 

1.44 

(ft) 

(ft) 

1.66 

1.81 

1.94 

(ft) 


2.00 


alt  should  be  noted  that  this  column  simply  shows  the  difference  in  effect  in  New  Orleans  on  the 
given  date  and  not  all  changes  in  New  Orleans,  and  not  neoassarlly  the  exact  date  of  change  for  the  dif- 
ferences actually  given. 

ft  No  change  from  difference  for  preceding  date  specified.    (See  not«  a.) 
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Table  32.— CHANGES  IN  DIFFERENCES  FOR  GOOD  ORDINARY  COTTON  IN  THE 
LIVERPOOL  MARKET,  SEPTEMBER,  1906,  TO  AUGUST,  1908,  WITH  DIFFERENCES 
IN  NEW  ORLEANS  ON  DATES  GIVEN  FOR  LIVERPOOL— Continued. 


Date. 


1906-7. 

January  9 

January  18 

January  23 

February  1 

February  12 

February  19 

Marehl 

March  6 

March  12 

Aprils 

April  11 

April  15 

April  17 

April  18 

April  19 

Junes 

June  13 

June  15 

June  17 

July  19 

July  27 

1907-8 

October  4 

October  7 

October  14 

October  18 

October  19 

October  21 

October  26 

November  1 

December  11 

December  18 

Februarys 

February  6 

February  25 

May6 

May  11 

May  12 

May  14 

May  IG 

May  20 

May  21 

May  22 

August  21 

August  2ii 


Middling. 

1 

Pence. 

1 

Good  ordi- 
nary. 

Difference 
off. 

Pence. 

Equivalent 
In  U.  S. 
currency. 

N.  O.  dil- 

f  erence  off 

(same 

aate).a 

Pence. 

CenU. 

Cents. 

6.02 

5.40 

0.62 

L24 

(ft) 

5.86 

5.22 

.64 

1.28 

2.13 

5.86 

5.20 

.66 

1.32 

(*) 

5.87 

5.19 

.68 

1.36 

(ft) 

6.04 

5.28 

.76 

1.52 

(ft) 

5.99 

5.19 

.80 

1.60 

(ft) 

6.14 

5.28 

.86 

1.72 

(ft) 

6.18 

5.30 

.88 

1.76 

(ft) 

6.15 

5.25 

.90 

1.80 

(ft) 

6.03 

5.11 

.92 

1.84 

2.44 

6.12 

5.18 

.94 

1.88 

(ft) 

6.23 

5.27 

.96 

1.92 

2.50 

0.22 

5.23 

.99 

1.98 

(ft) 

6.23 

5.21 

1.02 

2.04 

(ft) 

6.28 

5.28 

1.00 

2.00 

(ft) 

7.50 

6.46 

1.04 

2.08 

2.69 

7.13 

6.05 

1.08 

2.16 

(ft) 

7.16 

6.04 

1.12 

2.24 

(ft) 

7.08 

5.98 

1.10 

2.20 

(ft) 

7.06 

5.94 

1.12 

2.24 

(ft) 

7.12 

5.98 

1.14 

2.28 

(ft) 

6.53 

5.45 

1.08 

2.16 

2.13 

6.61 

5.59 

1.02 

2.04 

(ft) 

6.54 

5.58 

.96 

1.92 

2.3K 

6.54 

5.60 

.94 

1.88 

(ft) 

6.49 

5.61 

.88 

1.76 

(ft) 

6.39 

5.55 

.84 

1.68 

(ft) 

6.03 

5.23 

.80 

1.60 

(ft) 

5.93 

5.17 

.76 

1.52 

(ft) 

'             6.20 

5.46 

.74 

1.48 

1.88 

1             6.18 

5.42 

.76 

1.52 

(ft) 

6.40 

5.65 

.75 

1.50 

1.75 

6.31 

5.65 

.76 

1.52 

(ft) 

6.04 

5.26 

.78 

1.56 

1.81 

5.60 

4.78 

.82 

1.64 

2.10 

5.77 

4.93 

.84 

1.68 

(ft) 

5.84 

4.98 

.86 

i.Ti 

(ft) 

6.09 

5.21 

.88 

1.76 

(ft) 

6.26 

5.36 

.90 

1.80 

(ft) 

6.15 

5.23 

.92 

1.84 

(ft) 

6.10 

5.16 

.94 

1.88 

(ft) 

6.35 

5.39 

.96 

1.92 

(ft) 

cS.  59 

4.71 

.88 

1.76 

2.25 

5.27 

4.43 

.84 

1              l.(i8 

(ft) 

alt  should  be  noted  that  this  column  simply  shows  the  difference  in  effect  in  New  Orleans  on  the 
given  date  and  not  all  changes  in  New  Orleans,  and  not  necessarily  the  exact  date  of  change  for  the  dif- 
ferences actually  given. 

^  No  change  from  difference  for  preceding  date  specified .    ( See  note  a. ) 
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In  discussing  these  figures  it  should  be  emphasized  that  the  Liver- 
pool classification  is  not  identical  with  that  at  New  Orleans.  In 
particular,  the  Liverpool  standards  for  low  grades  are  appreciably 
better  than  the  standards  at  New  York  and  New  Orleans.  On  the 
other  hand,  the  Liverpool  standards  for  middling  and  the  grades 
above  are  somewhat  lower  in  quality  than  the  corresponding  stand- 
ards at  New  Orleans.  Consequently,  the  movement  of  grade  differ- 
ences in  the  respective  markets  should  not  at  all  times  be  exactly 
the  same. 

Taking  first  the  grade  of  good  middling,  it  will  be  seen  that  in  the 
season  of  1906-7,  except  for  a  short  period  in  November  and  Decem- 
ber, the  Liverpool  difference  on  showed  an  almost  steady  tendency 
to  advance.  Thus,  from  44  (American)  points  on  the  4th  of  Sep- 
tember the  difference  had  increased  by  the  end  of  January  to  68 
points  and  by  the  first  of  June  to  112  points,  remaining  around  that 
figure  during  the  rest  of  the  season.  The  net  advance  for  the  entire 
season  was  approximately  70  points.  During  the  same  period  the 
difference  for  this  grade  at  New  Orleans  advanced  from  25  points  on 
to  100  points  on,  or  slightly  more  than  the  advance  at  Liverpool. 
However,  the  Liverpool  advance  was  about  the  same,  taking  the  season 
as  a  whole,  as  that  at  New  Orleans,  after  allowing  for  the  fact  that 
good  middling  of  Liverpool  classification  is  not  quite  as  good  a  grade 
as  good  middling  at  New  Orleans.  It  is  important  to  point  out,  how- 
ever, that  the  increase  in  the  difference  at  Liverpool  was  consider- 
ably slower.  Thus,  the  difference  on  in  New  Orleans  had  increased 
from  25  points  to  81  points  by  the  8th  of  December,  whereas  in  Liver- 
pool it  not  only  showed  no  increase,  but  actually  showed  a  small 
reduction.  It  will  be  noted  that  the  increases  in  the  differences  in 
the  Liverpool  market  were  more  gradual  than  in  New  Orleans.  It  is 
true  that  at  times  the  difference  in  Liverpool  showed  some  irregu- 
larity, noticeably  during  October,  November,  and  December.  How- 
ever, the  changes  in  the  difference,  as  a  rule,  were  so  small  as  to  dis- 
credit charges  of  systematic  manipulation.  In  the  season  of  1907-8 
the  difference  for  good  middling  at  first  increased  sharply,  in  the 
face  of  a  reduction  in  this  difference  at  New  Orleans,  but  afterwards 
narrowed  rapidly.  By  the  end  of  the  season  the  difference  was 
substantially  in  accord  with  that  at  New  Orleans,  after  allowing  for 
the  fact  that  the  Liverpool  classification  on  high  grades  is  somewhat 
lower  than  at  New  Orleans.  Again,  however,  it  is  apparent  that 
the  reduction  of  differences  in  Liverpool  lagged  as  compared  with 
New  Orleans.  It  should  be  borne  in  mind  in  this  connection  that 
Liverpool  may  have  been  distinctly  short  of  liigh-grade  cotton  at 
the  beginning  of  the  season  of  1907-8,  as  a  result  of  which  the  increase 
in  the  difference  on  in  the  face  of  a  narrowing  difference  in  New 
Orleans  is   not   necessarily  inconsistent.     On  account  of  the   time 
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required  to  ship  cotton  from  this  country  to  Liverpool,  conditions 
producing  a  change  in  differences  here,  as,  for  instance,  an  over- 
supply  of  certain  grades,  might  not  be  manifested  in  the  Liverpool 
market  until  a  somewhat  later  date. 

Turning  to  the  difference  for  low  middling,  it  will  be  seen  that,  on 
the  whole,  in  the  season  of  1906-7  tlus  showed  a  widening  tendency, 
increasing  from  40  points  off  on  September  4,  1906,  to  80  points  off 
at  the  end  of  July,  1907,  a  net  increase  of  40  points.  During  the 
same  interval  the  difference  off  for  low  middling  in  New  Orleans 
increased  from  88  points  to  144  points,  a  net  increase  of  56  points. 
Since  low  middling  of  Liverpool  classification  is  a  rather  better  grade 
than  low  middling  at  New  Orleans,  a  widening  of  the  difference  off 
in  that  market  of  40  points  would,  perhaps,  be  fully  equivalent  to  an 
increase  in  the  New  Orleans  difference  of  56  points.  It  should  be 
noted,  however,  that  the  revision  in  Liverpool  was  somewhat  dila- 
tory as  cpmpared  with  that  at  New  Orleans.  Thus,  whereas  the  dif- 
ference off  at  New  Orleans  increased  during  the  period  from  Septem- 
ber 4,  1906,  to  January  5,  1907,  by  25  points,  there  had  been  no 
widening  of  the  difference  in  the  Liverpool  market.  By  the  middle 
of  April  the  difference  off  at  New  Orleans  had  increased  by  over  40 
points,  while  that  at  Liverpool  had  increased  by  only  28  points.  As 
in  the  case  of  good  middling,  changes  in  the  Liverpool  differences 
for  low  middling  were  more  gradual  than  at  New  Orleans. 

The  frequency  of  revisions  in  Liverpool  appears  to  have  been  respon- 
sible for  many  charges  of  manipulation.  As  a  matter  of  fact,  these 
moderate  changes,  if  they  fairly  reflected  market  conditions,  would 
be  much  better  than  more  radical  changes.  One  reason  for  the  more 
gradual  change  in  Liverpool  appears  to  be  that  differences  in  that 
market  are  adjusted  on  the  decimal  basis,  sometimes  by  a  change 
of  onl}'^  as  much  as  2  points,  whereas  in  New  Orleans  the  smallest 
change  made  was  one-sixteenth  of  a  cent. 

During  the  period  from  July  27,  1907,  to  August  26,  1908,  the  Liver- 
pool difference  for  low  middling  narrowed  from  80  points  off  to  48 
points  off,  or  by  32  points.  During  the  same  period  the  difference 
for  this  grade  at  New  Orleans  narrowed  from  144  points  off  to  100 
points  off,  a  net  reduction  of  44  points.  The  movements  of  the  dif- 
ference in  the  two  markets  were,  therefore,  broadly  speaking,  fairlj^ 
parallel. 

In  the  case  of  good  ordinary  the  Liverpool  difference  in  the  season 
of  1906-7  increased  from  88  points  off  on  September  4  to  228  points 
off  by  July  27,  a  net  increase  of  140  points.  During  the  same  period 
the  difference  off  at  New  Orleans  widened  from  169  points  to  269 
points,  a  net  increase  of  100  points.  Taking  the  season  as  a  whole, 
therefore,  the  difference  off  at  Liverpool  increased  more  sharply 
than  that  at  New  Orleans,  and  this  despite  the  fact  that  good  ordinary 
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of  Liverpool  classification  is  a  better  grade  than  good  ordinary  of 
New  Orleans  classification.  It  might  seem,  therefore,  that  the  reduc- 
tion of  differences  for  low  grades  in  Liverpool,  instead  of  being 
insufficient,  was  really  excessive  in  the  case  of  good  ordinary.  How- 
ever, the  actual  difference  for  this  grade  at  the  beginning  of  the  season 
was  very  small,  viz,  88  points  as  compared  to  169  points  at  New 
Orleans,  so  that,  despite  the  great  widening,  the  difference,  for  a 
great  part  of  the  season,  apparently  was  too  narrow.  It  appears, 
moreover,  that  considerable  very  undesirable  low-grade  cotton  was 
shipped  to  Liverpool  in  that  season.  As  the  report  of  the  Liverpool 
committee,  cited  on  page  226,  shows,  these  low  grades  in  the  Liverpool 
market  frequently  are  very  slow  of  sale,  so  that  even  though  the 
differences  may  appear  to  have  been  sufficiently  wide  as  compared 
with  those  in  New  Orleans,  it  seems  that  they  were  not  wide  enough 
to  meet  the  real  market  situation  in  Liverpool.** 

During  the  period  from  July  27,  1907,  to  February  5,  1908,  the 
Liverpool  difference  for  good  ordinary  narrowed  from  228  points  to 
150  points,  widening  out  in  May  to  192  points  and  again  nar- 
rowing at  the  close  of  August  to  about  170  points.  During  the 
same  period  the  difference  in  New  Orleans,  after  falling  from  269 
points  to  175  points,  increased  to  225  points  at  the  end  of  the  season. 
The  net  change  in  the  two  markets  was  therefore  approximately  the 
same,  after  allowing  for  the  difference  in  classification  already  noted. 
The  movements  were  not,  however,  altogether  in  harmony.  This 
may  be  due  in  part  to  different  local  conditions  in  the  two  markets. 
The  figures  do  not,  however,  appear  to  bear  out  the  charges  fre- 
quently made  that  differences  off  for  low  grades  in  the  Liverpool 
market  in  these  seasons  were  excessive.  Instead,  it  seems  probable 
that  they  were  not  wide  enough.  This  does  not  necessarily  imply 
manipulation.  As  pointed  out  elsewhere,  one  difficulty  in  the  Liver- 
pool market  appears  to  be  that  the  spot  quotations  are  frequently 
based  on  sales  of  very  small  quantities  of  cotton.  This  practice 
might  naturally  result  in  disparities  from  the  New  Orleans  differences. 

In  considering  charges  that  Liverpool  arbitrators  regularly  manipu- 
late differences  or  that  the  Liverpool  spot-quotation  committee 
systematically  misquotes  them,  it  is  proper  to  point  out  the  fact 
clearly  shown  by  the  preceding  tables  that,  although  the  differ- 
ences off  for  low  grades  in  Liverpool  were  increased  in  the  season 
of  1906-7,  on  the  other  hand  the  differences  on  for  good  middling — 
a  higher  grade— were  also  increased.  If  manipulation  with  a  view 
to  undervaluing  cotton  were  responsible  for  the  changes  in  differences 
for  low  grades,  a  much  smaller  increase  in  the  differences  for  good 
middling  would  have  been  a  logical  accompaniment. 

oSee  page  221. 
1008S~09 16 
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Most  of  the  charges  of  manipulation  submitted  to  the  Bureau  are 
to  the  effect  that  contract  values  of  cotton  have  been  reduced. 
The  buyer  of  contracts,  of  course,  is  the  party  who  is  interested 
in  the  securing  of  such  reduction.  But  the  buyer  is  at  very  great 
disadvantage  in  any  effort  to  manipulate  differences,  for  the  reason 
that  the  seller  not  only  has  the  complete  option  as  to  the  kind  of 
cotton  he  will  deliver,  but  also  has  a  month's  option  as  to  the  time  in 
which  he  will  make  delivery.  He  may  dehver  on  the  first  day  of  the 
dehvery  month,  or  he  may  wait  and  deliver  on  the  last  day  of  that 
month,  or,  again,  he  may  deliver  on  any  business  day  during  the 
delivery  month.  Therefore,  the  buyer  of  contracts  who  desires  to 
manipulate  differences  is  obviously  at  a  great  disadvantage.  He  is 
practically  forced  to  begin  his  manipulation  at  the  earliest  moment 
at  which  the  seller  can  give  notice  of  delivery,  and  if  such  notice  is 
not  promptly  issued  must  continue  his  manipulation  possibly  for 
weeks;  moreover,  even  then  he  may  not  get  the  kind  of  cotton  he 
expects. 

At  the  same  time,  it  must  be  conceded  that  manipulation  is  alto- 
gether too  common,  a  feature  of  organized  future  trading.  Moreover,  a 
price,  although  manipulated,  is  the  market  price  for  the  time  being. 
One  can  not  go  back  of  each  offer  to  sell  or  to  buy  and  read  the  mind 
of  the  dealer.  If  one  party  comes  into  the  market  and  offers  low 
middling  at,  say,  three-eighths  cent  off,  when  the  day  before  it  was 
only  one-fourth  cent  off,  and  a  sale  is  made,  then  that  for  the  time 
being  is  the  price.  It  may  be  that  the  offer  was  made  purely  to 
influence  sentiment  and  to  secure  the  establishment  of  unfair  contract 
differences  for  selfish  ends.  However,  in  a  competitive  market  the 
remedy  for  such  attempted  manipulation  clearly  lies  in  counter  offers 
or  counter  bids.  If  buyers  and  sellers  immediately  appear  and  by 
their  competition  restore  prices  to  the  proper  figure,  the  injury  is 
exceedingly  limited. 

Danger  of  manipulation  under  New  York  system. — Complaints 
of  the  manipulation  of  differences  under  the  commercial-difference 
system  overlook  the  far  greater  danger  of  such  manipulation,  or  of 
abuse  of  power,  under  the  New  York  system,  whereby  differences  can 
be  changed  only  twice  a  year  at  most.  Under  the  New  Orleans  sys- 
tem, which  is  fairly  representative  of  that  in  most  other  spot  markets, 
there  is  some  definite  basis  on  which  to  establish  spot  quotations, 
and  also  on  which  to  criticise  them,  namely,  actual  current  transac- 
tions in  the  open  market.  A  spot-quotation  committee  which  acts 
unfairly  can  readily  be  called  to  account.  At  New  York,  on  the  other 
hand,  membei*s  of  the  revision  committee  are  not  required  to  revise* 
on  the  basis  of  true  commercial  differences,  nor,  as  a  matter  of  fact, 
do  they  revise  on  that  basis.  Instead,  they  may  undertake  to  guess 
what  the  commercial  differences  will  be  for  months  ahead,  and  estab- 
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lish  contract  differences  on  the  basis  of  that  assumption.  In  other 
words,  under  the  New  York  system  a  majority  of  a  committee  of 
seventeen  may  undertake  to  guess  what  the  weather  will  be,  what 
the  size  and  character  of  the  crop  will  be,  what  the  volume  and  char- 
acter of  the  demand  will  be,  and  then  establish  differences  thus  ar- 
rived at  to  govern  transactions  in  future  contracts  for  months  ahead, 
regardless  of  the  actual  commercial  differences;  or  they  may  not  even 
attempt  to  forecast  the  commercial  differences  in  this  way,  but  may 
establish  arbitrary  differences  to  suit  their  own  personal  interests  in 
the  market.  Since  the  revision  committee  is  bound  by  no  definite 
rule,  any  such  abuse  of  trust  can  not  be  successfully  challenged.  This 
is  equivalent  to  saying  that  the  danger  of  such  abuse  of  power  is 
greatly  increased. 

Effect  of  manipulation  under  commercial-difference  sys- 
tem LIMITED. — Even  if  manipulation  should  occur  frequently  under 
the  commercial-difference  system,  the  dangers  would  be  much  less 
serious  than  those  resulting  from  improper  revision  under  the  fixed- 
difference  system.  In  the  first  place,  with  commercial  differences 
manipulation  is  limited  in  amount,  since  any  pronounced  change  of 
an  improper  character  in  the  difference  would  immediately  be  appar- 
ent. A  much  more  important  matter  is  that  it  is  possible  to  correct 
an  error  at  once.  Under  the  New  York  system,  on  the  other  hand, 
an  error  may  not  only  be  large  in  amount  but  it  must  remain  uncor- 
rected until  the  next  revision  meeting.  With  permanent  differences 
the  error  could  not  be  corrected  at  all,  except  as  the  commercial  dif- 
ferences might  change,  and  would  therefore  necessarily  be  reflected 
in  the  contract  price. 

Still  again,  the  number  of  persons  likely  to  be  injured  by  manipula- 
tion or  misquotation  under  commercial  differences  is  limited,  since 
holders  of  contracts  maturing  at  a  distant  date  naturally  rely  upon 
the  exchange  committee  to  correct  the  error  promptly  and  do  not 
have  to  throw  their  contracts  on  the  market  at  declining  prices.  In 
other  words,  overvaluing  differences  under  the  commercial-difference 
system,  if  promptly  corrected,  do  not  necessarily  disorganize  the 
market  for  hedging  purposes,  whereas  under  ''fixed''  differences,  or 
permanent  differences,  they  are  certain  to  do  this.  As  stated  in 
Part  I  of  this  report,  under  the  fixed-difference  system  the  error 
manifests  itself  in  the  contract  price,  and  in  doing  this  affects  the 
entire  body  of  traders  in  a  market,  causing  unjust  injury  to  some 
while  affording  undue  profit  to  others. 

Fixed  differences  are  primarily  urged  for  the  benefit  of  merchants 
who  actually  deliver  cotton  on  contract  and  who,  moreover,  as 
clearly  shown  in  Chapter  IV,  should  take  the  risk  of  genuine  changes 
in  grade  differences  until  some  method  is  devised  for  throwing  it 
wholly  on  the  speculative  class. 
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When  it  is  borne  in  mind  that  only  about  1  per  cent  of  the  total 
volume  of  future  contracts  on  the  leading  exchanges  is  settled  by 
actual  delivery  of  cotton,  the  indefensible  character  of  a  system 
which  thus  tends  to  disorganize  the  entire  market  in  order  to  relieve 
a  few  sellers  of  the  risk  of  possible  manipulation  or  misquotation — ^not 
from  the  possibiHty  of  a  natural  change  in  differences,  which,  as  just 
stated,  properly  falls  on  the  seller — should  be  apparent.  It  is  ex- 
ceedingly unreasonable  to  insist  that  a  few  parties  shall  be  relieved 
of  the  mere  possibility  of  occasional  abuse  of  power  at  the  certain 
expense  of  all  interests  on  the  other  side  of  the  market. 

Section  6.  Alleged  difficulties  in  practical  application  of  commercial- 
difference  system. 

Objection  is  also  made  to  the  commercial-difference  system  on  the 
ground  that  it  is  impracticable.  These  objections  were  considered  at 
length  in  Part  I  of  the  Bureau's  report  and  need  not  be  gone  into 
extensively  here. 

One  objection  on  this  score  is  that  it  is  impossible  to  ascertain  what 
the  commercial  differences  really  are.  This  objection  is  indicated  in 
the  following  statement  by  a  witness  before  the  New  York  committee: 

*  *  *  The  differences  between  grades  are  so  variable  at 
all  times  that  it  is  practically  impossible  for  any  man  to  say 
what  is  the  difference  between  middling  and  low  middling.  It 
is  impossible. 

A  similar  position  was  taken  by  a  member  of  the  committee,  who 
said: 

The  commercial  value  of  any  bale  of  cotton,  of  any  grade,  or 
any  staple,  depends  upon  the  mill  that  wishes  to  use  that  partic- 
ular bale.  *  *  *  Therefore  you  may  have  in  a  line  of  low 
middling  cotton,  low  middling  of  light  body  and  staple,  and  low 
middling  cotton  of  ordinary  body  and  staple,  and  low  middling 
cotton  of  good  body  and  staple.  *  *  *  The  value  of  each 
one  of  those  three  characteristics  of  cotton  will  vary  as  to  the 
mill  which  uses  it,  and  a  mill  which  uses  low  middling  of  good 
body  and  staple  would  be  unable  to  use  low  middling:  of  light 
body  and  staple.  *  *  *  Jn  other  words,  the  commercial 
value  of  cotton  is  a  term  used  in  a  large  sense,  but  which  actually 
is  determined  by  the  requirements  of  each  mill  as  it  finds  the 
cotton  which  it  needs  for  its  purposes. 

It  is  entirely  erroneous  thus  to  argue  that  by  commercial  value  is 
meant  the  value  of  certain  cotton  to  anv  individual  mill.  Instead, 
the  term  commercial  value  obviously  means  the  value  or  price  in  the 
open  market  under  competition.  According  to  the  above  contention 
it  would  be  impossible  to  say  that  there  was  a  commercial  difference 
for  any  given  grade  of  cotton,  since  within  that  grade  there  would  be 
such  a  variety  of  different  characteristics  that  any  quoted  difference 
would  not  apply  at  all.     This,  however,  is  simply  splitting  hairs  over 
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words,  since  by  low  middling  cotton  is  meant  low  middling  of  ordinary 
body  and  staple.  It  is  entirely  possible  to  arrive  at  a  difference 
which  fairly  represents  the  real  value  of  a  given  grade  as  compared 
with  middling,  not  with  mathematical  precision,  but  with  equity  to 
both  buyer  and  seller.  If  the  difficulties  of  establishing  differences 
were  as  great  as  the  statement  above  cited  suggests,  then  the  New 
York  Cotton  Exchange  would  have  no  business  to  attempt  to  establish 
an  official  classification,  for  it  is  mugh  more  arbitrary  to  establish  a 
standard  type  for  a  grade  like,  say,  low  middling,  by  which  the  cotton 
is  supposed  to  be  classed  bale  by  bale,  than  it  is  to  attempt  to  arrive 
at  a  current  market  price  for  that  grade.  It  is  worth  pointing  out, 
moreover,  that  it  is  extremely  inconsistent  for  anyone  who  contends 
that  such  differences  exist  in  the  case  of  a  given  grade  to  advocate 
permanent  differences  based  on  so-called  spinning  value. 

Difficulties  in  arriving  at  commercial  differences  for  New  York  would 
be  greatly  simplified  by  the  use  of  an  average  of  the  differences  in 
several  representative  southern  markets.  It  should  be  noted  that  it 
would  be  proper,  and,  indeed,  almost  necessary,  in  compiling  such 
averages,  to  exclude  markets  subject  to  such  peculiar  or  local  influ- 
ences as  to  make  their  quotations  unrepresentative.  Thus  it  would  be 
entirely  proper  to  omit  from  any  such  list  of  markets  Augusta, 
the  classification  of  which  is  known  to  be  distinctive  and  peculiar; 
a  similar  situation  obtains  in  some  other  markets. 

Objection  has  been  made  that  the  use  of  an  average  of  southern 
differences  would  be  arbitrary  and  imeconomic,  and  that  the  New 
York  Cotton  Exchange  could  not  defend  itself  because  the  average 
might  not  agree  with  the  differences  in  any  single  southern  market. 
This  criticism  appears  to  be  farfetched;  all  quotations,  to  a  certain 
extent,  are  averages.  Even  the  spot  price  of  the  day  can  not  repre- 
sent every  transaction  of  the  day,  but  it  is  intended  to  fairly  represent 
the  condition  of  the  market  at  the  time  it  is  made. 

It  may  be  pointed  out  that  objections  to  the  use  of  an  average  of 
differences  would  apply  with  much  greater  force  to  differences  based 
on  spinning  values,  which  some  members  of  the  New  York  Cotton 
Exchange  seem  so  ready  to  adopt.  Obviousl}^,  if  a  so-called  ''  spin- 
ning difference^'  were  adopted  tliis  would  necessarily  be  an  average. 

Of  course,  if  the  New  York  market  transacted  a  sufficient  business 
in  spot  cotton  to  enable  a  revision  committee,  or  a  spot-quotation 
committee,  to  ascertain  at  all  times  the  real  commercial  differences  on 
the  basis  of  local  sales,  there  would,  perhaps,  be  no  need  of  taking  the 
average  of  southern  differences.  Since,  however,  tliis  is  not  the  case, 
an  average  of  southern  differences  becomes  the  best  practical  sub- 
stitute for  a  local  difference.  It  is  safe  to  say  that  the  New  York 
Cotton  Exchange  would  not  be  severely  criticised  on  the  ground  that  , 
it  had  based  its  contract  differences  on  averages  of  actual  differences  in 
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representative  southern  markets  if  these  differences  are  carefully 
and  frequently  revised. 

Difficulty  in  ascertaining  differences  for  inactive  grades. — 
So  far  as  the  grades  in  active  demand  are  concerned,  there  can  be  no 
doubt  that  this  contention  that  it  is  impracticable  to  determine  what 
the  commercial  differences  really  are  is  very  much  exaggerated.  A 
somewhat  different  problem  is  presented  in  the  case  of  surplus  or 
inactive  grades,  in  which  spot  transactions  may  be  very  limited  and 
perhaps  only  occasional.  In  the  case  of  such  an  inactive  stock,  the 
difficulty  of  arriving  at  a  fair  market  value  is  imdoubtedly  greater- 
It  has  been  argued  that  at  times  certain  grades  are  scarcely  dealt  in 
at  all,  or  dealt  in  in  such  a  small  way  as  to  make  it  virtually  impossi- 
ble to  arrive  at  a  representative  quotation  for  them.  The  difficulty 
in  this  case,  however,  also  appears  to  be  overstated.  While  in  such 
an  inactive  market  there  is  obviously  much  greater  room  for 
difference  of  opinion,  it  is  not  impossible  to  determine  upon  a  fair 
market  value. 

In  this  connection  it  is  pertinent  to  point  out  that  rule  21  of  the 
New  York  Cotton  Exchange  distinctly  provides  for  such  a  situation 
in  the  future  market.     The  first  paragraph  of  that  rule  is  as  follows: 

When  no  sales  for  any  month  are  reported  at  the  exchange, 
the  committee  on  futures  shall  fix  the  quotations  for  such 
month,  if  required.  When  there  are  no  sales,  or  when  they  are 
verv  few,  for  any  month,  the  committee^  in  fixing  the  price  of 
said  month  for  settlements,  shall  take  into  consideration  the 
fluctuations  during  the  dav  in  other  months,  and  make  the  price 
in  accordance  with  and  relatively  the  same. 

This,  it  will  be  seen,  is  a  fair  parallel  to  the  difficulty  under  discus- 
sion in  the  case  of  spot  quotations  of  inactive  grades,  and  members 
of  the  New  York  Cotton  Exchange  can  not  consistently  condemn  the 
suggestion  that  a  responsible  committee  should  determine  a  fair  com- 
mercial difference  for  an  inactive  grade  and  at  the  same  time  sustain 
this  rule  with  respect  to  quotations  for  inactive  future  deliveries.  It 
should  be  observed  that  the  determination  of  a  commercial  differ- 
ence for  such  an  inactive  grade  would  be  intended  to  establish  the 
real  market  value  at  the  timCf  and  in  no  sense  would  be  a  counterpart 
of  the  present  practice  of  permitting  the  revision  committee  to 
guess  the  probable  future  course  of  prices  over  a  period  of  ten  months, 
which,  as  repeatedly  stated,  is  wholly  indefensible. 

It  should  also  be  borne  in  mind  that,  should  the  New  York  Cot- 
ton Exchange  establish  its  contract  differences  on  the  basis  of  an 
average  of  the  differences  in  a  large  number  of  southern  markets, 
tliis  difficulty  in  treating  inactive  grades  would  as  a  rule  be  avoided, 
since  if  a  dozen  or  more  markets  were  regularly  consulted  it  is  alto- 
gether likely  that  actual  selling  prices  of  all  grades  would  be  available 
at  practically  all  seasons  of  the  year. 
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As  already  suggested,  however,  it  is  a  fair  question  whether,  in 
case  certain  grades  became  so  inactive  that  it  was  extremely  difficult 
to  arrive  at  a  fair  market  value  for  them,  the  seller  might  not  be 
penalized  if  he  delivered  them  on  contract.  For  instance,  a  rule 
might  be  adopted  to  the  effect  that  whenever  quotations  for  any 
grade  of  cotton,  and  consequently  the  commercial  difference,  became 
purely  nominal,  the  seller  should  be  forced  to  allow,  say,  one-fourth 
cent  in  the  form  of  a  penalty,  as  distinct  from  the  difference  itself, 
for  the  privilege  of  tendering  such  grades.  The  advisability  of  such 
a  penalty  is  open  to  debate.  As  a  matter  of  fact,  if  the  quoted  dif- 
ferences always  represent  the  differences  at  which  a  full  contract 
delivery  of  cotton  can  be  disposed  of  relatively  to  middling,  such 
inactive  grades  will  not  be  a  menace  to  the  contract.  If,  without  a 
penalty,  the  differences  off  for  such  inactive  low  grades  were  always 
made  as  wide  (or  in  the  case  of  high  grades  were  made  as  narrow) 
as  market  conditions  would  justify,  the  difficulty  would  largely  be 
solved. 

In  this  connection  it  is  worth  noting  that  the  special  committee 
of  the  Liverpool  Cotton  Association  in  its  report  already  referred  to* 
recommended  such  penalizing  both  of  extra-staple  cotton  and  of 
grades  below  low  middling,  as  will  be  seen  by  the  following  excerpt 
from  that  report: 

We  consider  that  a  more  stable  contract  can  best  be  produced 
by  penalizing  in  arbitration,  to  the  extent  of  their  depreciating 
influence,  the  qualities  which  depreciate  the  contract.  We  con- 
sider it  would  be  too  drastic  a  remedy  to  either  limit  the  allow- 
ance for  staple  to  a  certain  figure  or  disfranchise  grades  below 
low  middling,  and,  in  view  of  possible  corners,  we  are  of  opinion 
it  would  be  advantageous  to  retain  the  present  wide  contract, 
with  penalties  on  long-staple  cotton  and  low-grade  cotton  as  sug- 
gested. This  would,  in  our  opinion,  raise  the  contract  approxi- 
mately to  a  price,  relative  to  spot  values,  which  it  would  possess 
were  the  penalized  qualities  disfranchised. 

Anticipating  a  possible  objection  that  at  the  end  of  a  season, 
when  the  bulk  of  the  stock  might  consist  of  these  penalized 

frades,  the  contract  would  offer  more  attraction  to  manipulation 
y  reason  of  the  penalty,  we  reply: 

That  under  such  conditions  with  the  existing  contract  the 
disparity  between  spots  and  futures  would  then  be  at  its  maxi- 
mum, and  the  invitation  to  manipulate  most  pronounced,  whereas 
the  penalizing  of  the  qualities  would,  to  the  extent  to  which 
it  had  lessened  the  disparity  between  spots  and  futures,  have 
reduced  the  loss  in  tendering  and  the  profit  in  taking  up.  The 
big  leverage  for  forcing  up  the  current  month,  formerly  found  in 
the  wide  disparity  between  spots  and  futures,  would  necessarily 
be  lessened.  Moreover,  if  it  were  found  that  in  such  circum- 
stances the  penalties  on  certain  qualities  made  the  said  cotton 

o  See  page  225. 
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intrinsically  desirable  to  be  received  on  contract,  that  per  se 
would  create  a  competitive  demand  for  the  contract  and  further 
raise  it  to  a  proximation  with  spot  values. 

It  may  be  also  alleged  that  it  is  unfair  to  penalize  certain 
q^ualities  and  that  the  introduction  of  a  penalty  on  such  quali- 
ties would  possibly  operate  against  their  free  importation.  We 
reply: 

(a)  Even  if  the  argument  were  true,  there  is  justification  in 
penalizing  certain  qualities,  if  their  free  tenderabiUty  involve 
unprofitaole  and  therefore  lessened  importation  of  those  medium 

Jualities  which  form  the  vast  bulk,  probably  75  per  cent,  of 
lancashire  consumption. 

(6)  But  we  beHeve  that  all  long-staple  cotton  and  low  cotton 
would  come  to  Lancashire  fully  up  to  tne  amount  of  Lancashire's 
needs,  just  as  the  continental  and  the  American  spinners  obtain 
all  they  need  of  these  qualities,  without  the  aid  of  the  futures 
contract.  Even  granting  that  these  (qualities  need  hedging,  we 
submit  that  a  stable  hedge  approximatmg  to  spot  value  woiud  be 
more  useful  to  them  than  the  contract  of  the  past  has  been. 

(c)  Moreover,  quaUties  which  are  bought  with  the  contem- 
plation of  a  slow  and  piecemeal  sale,  and  not  with  the  intention 
of  being  tendered,  ana  therefore  on  a  wide  profit  margin,  are 
least  likely  to  feel  any  hardships  in  a  penaltj  sustained  only  in 
case  of  tender,  i.  e.,  a  cash  sale  for  an  unlinuted  quantity. 

We  are  of  opinion  that  the  tender  penalties  should  be  of  a  per- 
centage character,  because,  obviously,  the  maximum  depreciat- 
ing effect  of  long-staple  cotton  occurs  when  the  basis  is  high,  and 
on  low  cotton  wnen  the  basis  is  low. 

Section  6.  Improvement  in  commercial-difference  system  already  made 
at  New  Orleans. 

From  the  excerpts  from  the  report  of  the  special  committee  of  the 
Liverpool  Cotton  Association  just  given  it  will  be  seen  that  substan- 
tial improvements  in  the  commercial-diflFerence  system  are  contem- 
plated in  that  market. 

Marked  improvements  have  already  been  inaugurated  by  the  New 
Orleans  Cotton  Exchange.  Although  this  investigation  found  that 
the  New  Orleans  system  as  formerly  established  was  inherently  sound, 
it  showed  that  the  operation  of  that  system  had  at  times  been  faulty. 
The  members  of  the  New  Orleans  Cotton  Exchange  promptly  took 
up  these  criticisms,  and  have  made  substantial  changes  in  the  New 
Orleans  contract  system,  designed  to  remove  some  of  the  evils  pre- 
viously complained  of.  Before  the  Bureau's  report  had  been  pub- 
lished the  New  Orleans  exchange  amended  its  system  of  quoting 
differences  by  which  it  was  provided  that  although  changes  in  the 
daily  quotations  might  be  made  from  day  to  day  by  the  spot-quota- 
tion committee  any  change  in  those  quotations  which  involved  a 
change  in  the  differences  could  be  made  only  by  joint  action  of  the 
spot-quotation  committee  with  the  arbitration  committee  acting  as 
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a  revision  committee.  The  purpose  of  this  change  was  to  secure  a 
broader  judgment  of  the  actual  diflFerences  prevailing.  There  was 
nothing  in  this  change  suggesting  the  fixing  of  differences,  since  the 
revision  committee  was  to  meet  on  any  day  on  request  of  a  member  of 
the  spot-quotation  committee. 

In  the  latter  part  of  1908  the  exchange  imdertook  a  more  compre- 
hensive improvement  of  its  system,  which  was  approved  by  a  vote  of 
exchange  members  in  February,  1909,  the  new  rules  going  into  oper- 
ation on  the  1st  of  September.  The  most  important  changes  thus 
made  were  as  follows: 

1.  The  adoption  of  a  certification  system. 

2.  Classification  of  cotton  by  a  salaried  board  of  classers  having 
no  other  interest  in  the  cotton  business,  such  board  merely  to  grade 
cotton,  leaving  the  valuation  of  all  cotton  of  an  irregular  character  to 
arbitrators. 

3.  The  creation  of  a  board  of  appeals,  to  consist  of  seven  members, 
to  serve  throughout  an  entire  season,  at  least  four  member^  of  such 
board  to  act  on  appeals  for  grade. 

4.  The  arbitration  of  irregular  and  extra-staple  cotton  by  two  mem- 
bers of  the  board  of  appeals,  with  the  right  of  appeal  to  the  remaining 
members  of  that  board. 

5.  The  compulsory  use  of  the  official  standards  of  the  exchange  by 
the  board  of  classers. 

6.  The  identification  of  individual  bales  by  grade  on  the  face  of 
the  grade  certificate. 

7.  The  raising  of  the  grade  of  good  ordinary  so  as  to  make  it  the 
equivalent  of  strict  good  ordinary  of  the  previous  classification. 

The  most  important  of  these  changes  is  the  provision  for  the  estab- 
lishment of  a  paid  board  of  classers  to  take  the  place  of  the  arbitra- 
tion boards  previously  selected  from  members  of  the  exchange  en- 
gaged in  the  cotton  business.  Members  of  this  paid  board  of  classers 
are  not  allowed  to  engage  in  the  cotton  business  in  any  way,  or,  in 
fact,  in  any  business  other  than  the  classification  of  samples  submitted 
to  them,  and  they  are  paid  by  salary  instead  of  by  fee.  A  further 
important  feature  of  the  new  system  at  New  Orleans  is  the  identifi- 
cation of  cotton  by  certificates  holding  good  for  one  year,  thus  avoid- 
ing the  necessity  for  reclassification  during  that  period.  In  other 
words,  the  New  Orleans  Cotton  Exchange  has  adopted  a  method  of 
certification  similar  in  broad  outlines  to  that  employed  at  New  York, 
though  differing  in  some  important  respects. 

It  should  be  distinctly  understood  that  this  adoption  of  the  certifi- 
cate system  at  New  Orleans  in  no  way  means  the  adoption  of  a  fixed- 
difference  system.  On  the  contrary,  the  New  Orleans  Cotton 
Exchange  has  adopted  various  amendments  to  its  rules  tending  to 
safeguard  the  permanence  of  the  commercial-difference  principle  and, 
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furthermore,  to  insure  greater  equity,  uniformity,  and  accuracy  in  its 
application.  There  should  therefore  be  no  confusion  whatever  on 
this  point.  Statements  have  been  loosely  made  that  the  New  Or- 
leans Cotton  Exchange  has  adopted  the  New  York  system  through- 
out. These  statements  are  absolutely  false.  It  may  be  noted  that 
the  changes  made  at  New  Orleans  were  submitted  to  the  Conmiissioner 
of  Corporations  and  received  his  approval  before  their  final  adoption. 
In  contrast  with  this  action  of  the  two  exchanges  using  the  com- 
mercial-difference system,  looking  to  an  improvement  in  a  system 
already  pronounced  inherently  sound,  the  New  York  Cotton  Exchange 
thus  far  has  made  no  material  change  in  its  rules  in  response  to  the 
criticisms  of  the  Bureau.  It  is  true  that  before  the  Biu*eau's  investi- 
gation was  conmienced  the  New  York  Cotton  Exchange  had  de- 
cided to  narrow  the  range  of  grades  deliverable  on  contract  in  that 
market,  although  the  range  at  the  present  time,  particularly  with 
respect  to  irregular  cottons,  is  unduly  wide.  In  the  summer  of  1908 
a  special  committee  of  the  New  York  Cotton  Exchange  was  appointed 
to  consider  criticisms  from  various  sources.  This  conunittee  spent 
several  months  taking  exhaustive  testimony,  but  thus  far  the  only 
recommendations  which  it  has  made  are,  first,  the  establishment  of  a 
narrower  supplemental  contract  known  as  the  ''spinners'  contract," 
and,  second,  the  restoration  of  several  quarter  grades  which  had 
been  eliminated  about  a  year  before.  The  proposition  for  a  supple- 
mental spinners'  contract  was  virtually  defeated  by  referring  it  back 
to  the  committee,  where  it  still  remains.  This  proposition,  aside 
from  being  unsatisfactory  to  a  large  portion  of  the  membership  of 
the  exchange,  was  likewise  unsatisfactory  to  spinners.  The  proposi- 
tion to  restore  some  of  the  quarter  grades,  on  the  other  hand,  was 
adopted.  No  recommendations  have  been  submitted  up  to  this  time 
(December,  1909)  touching  upon  the  vital  defect  of  the  New  York 
contract,  namely,  the  fixed-difference  system. 


CHAPTER  VII. 

DT7TT  OF  HEW  TOBK  GOTTOV  EXGHAVGE  TO  ADOPT 
GOHMEBGIAL-DIFFEBEirGE  SYSTEM. 

Section  1.  Necessity  of  frequent  revisions  at  New  Tork. 

In  view  of  the  obvious  unfairness  of  the  present  New  York  method 
of  establishing  differences  and  of  the  objections  to  permanent  differ- 
ences based  on  so-called  spinning  values,  it  is  clear  that  the  New 
York  Cotton  Exchange  should  provide  for  more  frequent  revisions, 
such  revisions  to  be  made  on  a  commercial  basis. 

Various  suggestions  looking  to  a  change  in  the  system  of  revising 
differences  have  been  made.  Some  members  of  the  exchange  who 
are  dissatisfied  with  the  present  system  and  at  the  same  time  opposed 
to  permanent,  so-called  spinning,  differences  nevertheless  are  in  favor 
of  only  a  few  additional  revisions,  making,  say,  not  more  than  three 
or  four  altogether. 

There  is  an  inconsistency  in  the  position  of  such  members.  Since 
the  commercial  differences  are  subject  to  change  from  time  to  time 
throughout  the  season,  there  should  be  opportunity  for  frequent 
revision  of  contract  differences.  Undoubtedly  a  system  of  four 
revisions  yearly  at  well-selected  dates  would  be  a  decided  improve- 
ment over  the  present  system  provided  the  commercial  basis  were 
adopted.  But  it  would  be  a  grave  mistake  for  the  New  York  Cotton 
Exchange  to  adopt  such  a  half-hearted  commercial-difference  system. 
As  pointed  out  in  Part  I  of  the  Bureau's  report,  it  is  a  fair  question 
whether,  in  spite  of  the  difficulties  under  which  the  New  York  market 
labors,  a  system  of  daily  revisions  would  not  result  in  greater  justice 
than  any  other.  The  Bureau  has,  however,  taken  the  position  that  a 
system  of  revisions  once  a  month,  provided  such  revisions  are  faith- 
fully conducted  on  a  commercial-difference  basis,  might  be  justified, 
at  least  as  an  experiment.  Some  of  the  reasons  for  such  modification 
of  a  rigid  application  of  the  commercial-difference  principle  were 
given  on  pages  339  and  340  of  Part  I.  In  thus  suggesting  monthly 
revisions  the  Bureau  feels  that  it  has  conceded  all  that  is  warranted, 
and  should  this  system  fail  to  do  substantial  justice  to  all  interests 
then  the  only  recourse  would  be  to  have  still  more  frequent  revisions. 

Another  suggestion  is  that  specific  provision  be  made  for  only  a 
limited  number  of  stated  revisions,  but  that  a  clause  be  inserted  in 
the  by-laws  of  the  exchange  providing  that  additional  revisions  be 
held  whenever  the  contract  price  might  reach  an  abnormal  discount 
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from  the  price  of  spot  middling.  There  is  little  reason  to  suppose 
that  any  such  makeshift  plan  would  be  satisfactory.  A  fundamental 
objection  is  that  it  approaches  theproblem  from  the  wrong  direction. 
What  is  wanted  is  not  an  arbitrary  corrective  for  an  abnormal  discount 
of  the  contract  price,  but  a  commercial  and  equitable  system  which, 
so  far  as  reasonably  possible,  with  justice  to  all  parties,  shall  auto- 
matically prevent  such  discounts. 

Dates  of  revision  meetings. — ^The  selection  of  the  dates  for  hold- 
ing revision  meetings  is  also  worth  consideration.  A  suggestion  has 
been  made  that  revisions  be  held  in  the  latter  part  of  the  month,  just 
before  the  first  ^'notice  day''  for  the  following  month.  The  first 
notice  day — that  is,  the  first  day  on  which  notice  of  intention  to 
deliver  cotton  in  the  following  month  can  be  issued — usuallv  falls  on 
about  the  27th  or  28th  of  each  month,  the  seller  being  required  to  give 
at  least  three  days'  notice  of  delivery. 

In  support  of  this  suggestion  it  is  stated  that  the  great  bulk  of  cotton 
delivered  on  contract  in  New  York  is  delivered  earlv  in  the  month, 
the  seller  desiring  to  escape  so  far  as  possible  the  carrying  charges. 
If  this  continued  to  be  the  case,  the  contract  differences  should,  for 
the  bulk  of  deliveries,  be  verv  close  to  the  true  differences. 

Section  2.  Suggested  changes  in  method  of  revision. 

Need  of  specific  provision  in  by-laws  for  guidance  of  revision 
COMMITTEE. — Quito  as  important  as  an  increase  in  the  number  of  revi- 
sions at  New  York  is  the  adoption  of  some  specific  policy,  which  shall 
govern  the  revision  committee,  as  to  the  manner  of  determining  the 
contract  differences.  One  of  the  worst  features  of  the  present  system 
is  that  the  revision  committee  is  virtually  unfettered  by  any  rule 
whatever  in  making  its  revision.^  Practically,  as  already  shown, 
revisions  have  at  times  resolved  themselves  into  efforts  to  guess  the 
probable  course  of  commercial  differences  over  a  period  of  many 
months ;  at  other  times  the  committee  has  not  even  done  this,  but  has 
simply  estabUshed  contract  differences  in  a  purely  arbitrary  manner. 
The  evils  of  thus  permitting  the  revision  committee  either  to  attempt 
to  guess  the  commercial  differences  for  a  period  of  ten  months  ahead 
or  to  establish  contract  differences  without  regard  to  the  commercial 
differences  were  emphasized  in  Part  I  of  the  Bureau's  report.  Thus, 
the  report  stated  on  page  288  of  that  part : 

Indeed,  when  finally  analyzed,  the  practice  of  permitting  a 
committee  of  seventeen  men  to  fix  the  relative  values  of  the  vari- 
ous grades  of  the  cotton  crop  for  ten  months  or  a  year  in  advance 
is  absurd,  and  when  it  is  remembered  that  the  members  of  this 
committee  may  have  previously  sold  or  purchased  contracts  and 
are  consequently  able  to  change  the  value  of  such  contracts  in 
their  own  interest,  regardless  of  the  rights  of  the  other  parties  to 
them,  it  should  be  clear  that  the  system  is  really  indefensible. 

o  See  pages  85-88  of  Part  I. 
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The  necessity  for  some  specific  by-law  clearly  defining  the  discre- 
tion to  be  allowed  the  revision  committee  was  emphasized  by  a 
witness  before  the  New  York  special  committee  in  the  following 
terms: 

I  think  the  policy  to  be  followed  by  the  revision  committee  in 
fixing  differences  should  be  very  clearly  set  forth  in  a  by-law 
mider  which  the  committee  would  be  acting;  it  is  not  now.  I 
think  the  differences  should  be  those  described  as  fair  commercial 
differences,  and  then  leave  them  to  arrive  at  the  fair  commercial 
differences,  as  they  could  bv  seeking  any  information  from  mem- 
bers of  the  exchange  or  from  the  southern  markets.  I  don't 
think  it  is  necessary  to  Umit  them  to  this  town  or  that  town,  or  a 
certain  group  of  towns.  I  beheve  in  these  differences  being  fair 
commercial  differences  and,  if  you  Uke,  some  small  amount  to 
cover  the  cost  of  certification.  I  think  also  they  should  have 
some  leeway  in  allowing  for  the  condition  of  the  crop  which  in 
their  opinion  is  not  yet  picked,  so  that  they  will  not  be  hampered 
in  arriving  at  what  they  consider  to  be  fair  commercial  differ- 
ences at  which  to  fix  grades,  which  differences  are  to  last  until 
the  next  revision.  In  other  words,  I  don't  beheve  in  hampering 
them  too  much  by  a  rule,  but  I  do  beheve  in  a  fairly  d!^efined 
pohcy,  so  that  it  is  made  a  notice  to  the  pubUc  in  general,  so 
that  nothing  may  be  left  to  their  discretion  as  to  whether  the 
differences  shall  be  made  on  a  commercial  or  an  uncommercial 
basis. 

This  witness,  it  may  be  noted,  did  not  favor  frequent  revisions.  As 
above  shown,  no  differences  can  truly  be  commercial  so  long  as  re- 
visions are  made  only  at  infrequent  intervals. 

It  is  probable  that  some  measiure  of  discretion  must  be  left  to  the 
revision  conmiittee,  but  it  is  exceedingly  desirable  that  the  extent  of 
such  discretion  be  reduced  to  the  smallest  practicable  compass.  This 
is,  indeed,  no  more  than  just  to  the  members  of  the  revision  committee. 

Certain  difficulties  which  have  been  emphasized  during  the  meetings 
of  the  special  committee  should  be  obviated  at  the  start.  For  in- 
stance, in  striking  any  average  of  differences  in  southern  markets,  cer- 
tain markets  which  are  obviously  governed  by  pecuUar  local  conditions 
or  which  are  quoting  on  such  a  distinctive  basis  of  classification  as  to 
make  their  quotations  more  or  less  unrepresentative  could  properly 
be  excluded  from  consideration.  Furthermore,  the  revision  com- 
mittee should  acquaint  itself  with  the  classifications  of  the  principal 
markets,  so  as  to  make  allowance  for  material  variations  in  the 
classification.  Still,  again,  in  the  case  of  markets  ostensibly  using 
the  same  basis  of  grading,  but  which  nevertheless  at  times  show 
disparities  in  differences,  the  revision  committee  should  check  up 
the  information  obtained  by  getting  quotations  from  private  sources; 
such  quotations  to  be  secured,  not  from  any  single  interest,  but  from 
a  number  of  persons  representing  different  branches  of  the  trade,  as, 
for  instance,  factors,  brokers,  and  exporters. 
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Should  the  official  standards  for  cotton  now  being  promulgated  by 
the  Department  of  Agriculture  be  promptly  adopted  by  even  the 
larger  markets,  the  difficulties  above  described  would  be  very  greatly 
reduced. 

Proposed  appeal  from  revisions. — The  suggestion  has  been  made 
that  the  New  York  Cotton  Exchange  provide  for  an  appeal  from  the 
action  taken  by  its  revision  committee.  If  meetings  of  the  revision 
committee  were  held  daily  or  weekly,  such  an  appeal  would  hardly  be 
necessary,  since  any  obvious  error  could  be  corrected  at  the  next 
meeting.  It  is  conceivable  that  a  committee  would  persistently  revise 
differences  improperly,  but  this  is  unlikely,  since  a  conmiittee  should 
be  responsible  to  the  pressure  of  pubUc  opinion.  In  case  -revisions 
were  held  once  a  month,  it  is  a  fair  question  whether  an  appeal  would 
be  desirable,  although  there  is,  perhaps,  no  great  objection  to  such  an 
appeal,  provided  it  be  taken  at  once.  In  this  connection  the  sugges- 
tion has  also  been  made  that  in  case  of  appeal  all  the  data  before  the 
revision  committee  shall  be  gone  over  at  a  joint  meeting  of  that  cx)m- 
mittee  with  the  board  of  managers  of  the  exchange.  This  latter 
suggestion  appears  to  contain  much  merit. 

Requirement  of  specific  majority  vote  inadvisable. — It  has 
also  been  suggested  that,  instead  of  letting  a  majority  vote  control 
the  action  of  the  revision  committee,  a  vote  of  more  than  a  bare 
majority  should  be  required — say  ten  out  of  seventeen.  This  sug- 
gestion appears  to  be  ill  advised.  The  policy  of  letting  a  majority 
vote  control  is  so  generally  followed  that  some  good  reason  should  be 
given  for  its  abandonment.  A  particular  objection  to  any  such 
stipulation  is  that  it  might  enable  an  aggressive  minority  to  prevent 
a  fair  revision.  For  instance,  in  the  revision  of  1906-7  five  mem- 
bers of  the  committee  at  first  voted  against  any  revision  whatever. 
Had  the  rule  above  suggested  been  in  effect,  and  had  eight  mem- 
bers of  the  committee  taken  this  stand,  it  would  have  been  pos- 
sible for  a  minority  really  to  outvote  the  majority,  since  by  preventing 
any  action  the  minority  would  really  have  carried  its  point  as  effectively 
as  by  a  majority  vote."  For  this  and  many  other  reasons,  it  seems 
exceedingly  questionable  whether  any  such  stipulation  for  a  specific 
number  of  votes  in  the  revision  committee  should  be  seriously  enter- 
tained. 

Section  3.  Paramount  necessity  that  future   contract  sliall   represent 
cotton. 

From  the  discussion  in  preceding  chapters  of  the  injurious  effect 
of  abnormal  discounts  upon  the  hedging  operations  of  cotton  mer- 
chants, it  should  be  apparent  that  the  future  contract  is  not  to  be 

o  In  fact,  owing  to  the  absence  of  one  member  on  account  of  illnesn,  a  vote  by  seven 
members,  under  such  a  rule,  could  have  prevented  a  revision. 
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criticised  merely  by  its  effect  upon  cotton  producers.  While  it  has 
been  clearly  shown  that  producers  are  injured  by  the  abnormal 
discounts  of  the  future  price  which  result  from  the  fixed-difference 
system  or  over-classification  of  cotton,  it  is  equally  clear  that  these 
objectionable  features  of  the  contract  have  resulted  in  extremely 
serious  injury  to  cotton  merchants. 

Furthermore,  even  if  it  could  be  shown  that  losses  resulting  from 
fixed  differences  were  invariably  compensated  by  profits  arising  from 
such  differences,  both  for  producers  and  merchants,  and  for  buyers 
as  well  as  sellers,  the  fixed-difference  system  would  still  be  objec- 
tionable on  the  ground  that  it  is  essentially  false  in  itself  and  false 
in  its  results.  As  already  emphasized,  one  of  the  principal  func- 
tions of  the  future  system  is  to  establish  in  advance  prices  of  cot- 
ton for  future  delivery,  and  thus  to  disseminate  useful  information 
to  the  cotton  trade.  If  the  prices  thus  established  can  not  be 
used  by  the  trade  as  a  guide  for  their  transactions  in  spot  cotton, 
and  at  least  as  a  basis  for  hedging  transactions,  then  they  be- 
come of  no  value.  In  fact,  they  not  only  become  useless  but  worse 
than  useless.  The  future  price  should  reflect  the  consensus  of  opinion 
as  to  the  probable  value  of  middling  cotton  at  the  delivery  date.  It 
may  be  that  the  price  so  indicated  will  prove  to  be  considerably  out 
of  line  with  the  spot  price  at  the  time  the  delivery  date  is  reached,  but 
at  least  the  price  should  be  a  true  reflection  of  the  consensus  of  opinion 
or  the  prevailing  opinion  at  the  time  it  is  established.  If  it  does  this, 
a  service  of  immense  value  is  performed.  But  when  the  future  price  is 
largely  determined  by  false  differences  it  ceases  to  reflect  the  current 
opinion  of  the  probable  value  of  cotton  at  the  future  date.  Instead, 
it  becomes  a  reflection  of  the  probable  value  of  cotton  confused  with 
estimates  of  the  extent  of  the  error  in  differences  made  by  revision 
committees.  Such  quotations,  therefore,  become  extremely  uncertain 
and  speculative.  The  cotton  merchant,  and  other  interests  using  the 
speculative  market,  instead  of  getting  a  true  indication  of  the  most 
intelligent  opinion  upon  actual  conditions  of  supply  and  demand, 
are  forced  to  take  that  opinion  as  modified  and  complicated  by  purely 
arbitrary  and  unnatural  conditions  arising  from  incorrect  differences. 
A  cotton  exchange  which  willfully  continues  a  system  that  results  in 
such  misleading  and  meaningless  quotations  is  really  catering  to  the 
purely  speculative,  and,  indeed,  to  the  gambling,  element  in  the  market. 
This  may  seem  a  severe  criticism,  but  it  is  justified  and  applies  to 
the  New  York  Cotton  Exchange  so  long  as  it  persists  in  its  present 
indefensible  method  of  establishing  grade  differences.  The  system  in 
question  seriously  impairs  the  usefulness  of  the  exchange  to  the  legiti- 
mate cotton  trade,  which  is  really  the  fimdamental  justification  of  an 
exchange.     In  this  connection  the  following  excerpt  from  resolutions 
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adopted  by  the  American  Cotton  Manufacturers^  Association  at  its 
annual  convention  in  Richmond  in  May,  1908,  is  to  the  point: 

These  differences  [between  spot  and  contract  prices!  on  the 
New  York  exchange  are  so  great  as  to  render  practically  value- 
less a  hedge  made  by  a  cotton  broker  on  the  exchange,  or  a  pur- 
chase made  by  a  cotton  spinner.  Indeed,  the  differences  be- 
tween the  value  of  the  contract  and  spot  cotton  being  so  great 
have  caused  enormous  losses  to  both  classes  of  operators;  and 
based  upon  the  experience  of  the  past  several  years,  would 
make  it  imperative  that  these  operators  cease  the  use  of  the 
New  York  exchange  for  the  purposes  stated. 

^p  *p  ^p  ^P  ^p  ^P  ^P 

Your  committee  does  not  feel  that  it  can  conclude  its  report 
without  expressing  its  disapproval  of  the  contract  of  the  New 
York  exchange,  and  a  sincere  hope  that  the  leaders  on  the  New- 
York  exchange  will  realize  the  defects  of  their  contracts  and 
sincerely  attempt  to  remedy  same.  Under  present  conditions 
the  contract  on  the  New  York  exchange  can  be  of  value  only  to 
the  speculator.  It  is  not  to  the  producer  or  to  the  maniuac- 
turer. 

As  shown  elsewhere,  during  the  season  of  1908-9  a  fairly  uniform 
margin  between  the  spot  and  the  contract  price  was  maintained  in 
the  New  York  market.  It  is  exceedingly  important  to  bear  in  mind, 
however,  that  this  steadiness  of  the  margin  was  primarily  due  to 
the  fact  that  the  differences  established  bv  the  revision  committee 
in  November,  1908,  tended  to  undervalue,  or,  at  least,  not  to  over- 
value, the  lower  grades,  and  the  overvaluation  of  most  of  the  impor- 
tant higher  grades  was  comparatively  small.  As  a  matter  of  prin- 
ciple, undervaluation  as  such  is  as  unjustifiable  as  overvaluation. 
This,  however,  is  aside  from  the  point  at  issue,  nameh'',  that  at  the 
present  time  there  is  no  assurance  that  proper  contract  differences  will 
be  established  and  a  proper  relation  between  the  spot  and  future  price 
thereby  be  maintained.  Instead,  there  is  grave  reason  to  fear  that 
revision  committees  in  the  future,  as  in  the  past,  will  at  times  estab- 
lish differences  which  at  the  time  of  the  revision  are  not  in  line 
with  the  true  differences  existing  in  spot  markets  or  which,  since 
they  are  estabUshed  only  twice  a  year,  will  later  become  out  of  line 
with  the  true  commercial  differences,  owing  to  the  fact  that  the  latter 
fluctuate  under  the  operation  of  the  law  of  supply  and  demand. 
Consequently,  the  serious  evils  which  have  so  frequently  occurred 
in  the  New  York  market  in  recent  years  as  a  result  of  its  fixed-di^er- 
ence  system  may  occur  again  at  any  time  unless  the  New  York  Cot- 
ton Exchange  radically  changes  its  present  method  of  revising  differ- 
ences and  provides  for  and  insists  upon  revisions  so  frequent  and 
on  such  a  basis  that  the  differences  established  will  at  all  times  be 
substantially  in  accord  with  those  in  the  spot  market. 
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It  is,  therefore,  by  no  means  an  answer  to  criticisms  against  the 
New  York  fixed-difference  system  to  show  that  during  the  season 
1908-9  that  system,  'by  a  fortuitous  combination  of  circumstances, 
happened  to  work  well.  The  disaster  which  overtook  hedging  opera- 
tions in  New  York  in  the  season  of  1906-7  constantly  menaces  oper- 
ators in  that  market  so  long  as  the  present  arbitrary  system  of  estab- 
lishing differences  is  continued.  As  already  shown,  even  the  possi- 
bility that  the  experience  of  1906-7  may  be  repeated  is  in  itself  a 
very  serious  evil. 

It  is  worth  pointing  out  that  this  danger  was  clearly  recognized  by 
the  committee  on  cotton  exchanges  of  the  American  Cotton  Manu- 
facturers* Association  in  a  report  submitted  at  the  annual  meeting 
of  the  association  in  May,  1909.  This  committee,  in  the  course  of 
its  report,  said : 

We  regret  that  the  New  York  Cotton  Exchange  has  not  seen 
fit  to  change  its  system  of  fixed  differences,  which  we  think  has 
an  adverse  effect  on  the  parity  which  should  exist  between  spots 
and  future  contracts.  Our  committee  can  but  feel  that  the 
contract  of  the  New  York  exchange  is  far  from  what  it  should 
be,  and  is  not  such  as  to  encourage  legitimate  hedging  in  pur- 
chases and  sales  of  cotton  through  the  New  York  exchange. 
The  possibility  of  the  manipulation  of  the  market  is  very  great 
under  the  present  contract,  and  it  is  a  pure  question  of  chance 
whether  the  contract  would  [will]  continue  in  proper  relation  to 
spot  cotton.^ 

As  already  pointed  out,  when  a  future  contract  of  a  cotton  exchange 
regularly  ceases  to  be  representative  of  cotton  itself  the  exchange 
ceases  to  perform  its  legitimate  functions,  and  really  becpmes  Uttle 
better  than  a  bucket  shop.  Practically  everyone  who  patronizes  a 
bucket  shop  knows  that  he  is  gambling.  The  principal  class  of  in- 
terests using  the  cotton  exchange,  however — namely,  cotton  mer- 
chants— have  a  right  to  assume  that  instead  of  gambling,  or  even 
speculating,  they  are  eliminating  from  their  transactions  in  spot  cot- 
ton so  far  as  practicable  the  element  of  speculation. 

In  the  case  of  bucket  shops,  moreover,  losses  are  confined  to  those 
individuals  who  actually  patronize  such  institutions,  except,  of  course, 
those  dependent  upon  such  operators.  No  one  pretends  that  the 
bucket  shop  influences  the  price  of  cotton.  Spinners  in  Great  Britain, 
or  importers  in  France,  or  cotton  merchants  in  the  United  States,  do 
not  consult  transactions  in  bucket  shops  as  a  basis  for  their  forward 
commitments  in  cotton  goods  or  cotton.  They  do  consult  the  quo- 
tations of  the  leading  exchanges,  including  the  New  York  Cotton 
Exchange.  If  the  quotations  of  the  New  York  Cotton  Exchange, 
because  of  improper  methods  of  estabUshing  differences,  or  improper 
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classification,  or  for  any  other  reason,  become  distorted  so  as  not  to 
represent  what  they  purport  to  represent,  the  evil  results  may  be 
exceedingly  faivreaching.  They  are  by  no  means  confined  to  those 
who  happen  to  be  trading  in  futures  for  the  mere  purpose  of  specula- 
tion. Instead,  the  disastrous  effects  of  such  fixed  differences  fall 
very  heavily  upon  producers  and  upon  the  nonspeculative  class  of 
cotton  merchants  and  spinners  who  desire  to  use  the  market,  not  for 
speculation,  but  for  the  very  purpose  of  avoiding,  so  far  as  possible, 
speculation  in  their  transactions  in  actual  cotton. 

Furthermore,  aside  from  the  heavv  losses  which  such  differences 
inflict  upon  those  using  the  market  for  hedging  purposes,  it  should 
be  emphasized  that  the  mere  publication  of  false  and  misleading  prices 
is  in  itself  a  serious  evil.  In  this  connection  it  may  be  noted  that  a 
member  of  a  spinners'  committee,  which  met  a  special  committee  of 
the  New  York  Cotton  Exchange,  said : 

We  are  interested  in  export  goods,  and  we  are  right  up  against 
it  in  the  China  trade,  because  there  is  a  demand  made  by  reason 
of  your  quotations.  Your  quotations  are  flashed  over  the  world; 
they  are  known  in  Shanghai  a  short  time  after  they  are  known 
here  in  New  York,  and  we  have  not  an  opportunity  to  explain  to 
these  Chinese  buyers  that  the  quotation  here  of  11  cents  for 
January  cotton  does  not  represent  the  actual  value  of  cotton,  or 
the  value  of  cotton  we  can  buy  for  two  or  three  months;  yet  they 
keep  on  insisting  on  9  [11]  cents  as  the  value  of  cotton  when  in 
the  South  we  are  paying  12  cents,  and  that  is  one  trouble  Ynt\x 
the  Chinese  market  to-day. 

This  complaint  was  admitted  by  a  member  of  the  exchange  com- 
mittee, who  repUed,  "We  see  that  perfectly  well.''  Again,  in  discuss- 
ing this  matter  at  a  subsequent  session,  this  member  of  the  exchange 
said: 

And  that  is  the  main  request  beneath  their  [the  spinners']  many 
different  terms  and  language  which  they  have  used;  their  point 
is  that  when  they  sell  their  goods  they  will  be  able  to  say  to  a 
man  to  whom  they  sell  the  goods,  '*  lou  see,  these  goods  are 
based  upon  the  price  of  this  contract,  which  we  have  to  buy  to 
get  the  cotton." 

This  injury  to  the  cotton  trade  at  large  is  also  forcibly  brought  out 
in  the  following  excerpt  from  a  resolution  adopted  by  the  American 
Cotton  Manufacturei-s'  Association  at  Richmond  in  May,  1908: 

It  should  be  clearly  borne  in  mind  that  the  great  mass  of 
buyers  of  goods,  particularly  buyers  for  export,  base  their  ideas 
of  the  value  of  goods  upon  contract  quotations  on  the  New  York 
exchange,  and  that  these  buyers  are  wholly  misled,  therefore,  as 
to  the  cost  of  the  raw  material  in  the  manufactures.  Being  thus 
misled,  it  takes  a  constant  effort  on  their  part  to  keep  prices  on 
the  manufactured  article  from  falling  below  what  the  manufac- 
turer can  possibly  sell  at.     Under  such  circumstances  erroneous 
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market  quotations-  become  a  curse  to  the  manufacturer  and  to 
the  producer,  and  we  feel  that  the  New  York  exchange  must 
rectify  its  contract  so  as  to  make  the  contract  responsive  to  the 
spot  condition. 

Argument  that  contracts  and  spot  cotton  are  "divorced/' — 
Despite  the  very  general  demand  of  the  cotton  trade  that  the  future 
contract  shall  be  respohsive  to  spot  cotton,  some  members  of  the 
New  York  Cotton  Exchange  have  advanced  the  surprising  argument 
that  there  really  is  no  reason  why  such  a  parity  should  exist  between 
the  two  prices,  but  that  these  prices  are  virtually  "divorced,"  and 
that  spot  cotton  and  future  contracts  are  two  distinct  things  having 
no  necessary  relationship  to  each  other. 

In  this  connection  a  witness  at  one  of  the  sessions  of  the  special 
committee  of  the  New  York  Cotton  Exchange  said: 

I  believe  primarily  that  wide  differences  between  contract 
and  desirable  grades  of  cotton  arise  from  the  fact  that  each 
year  we  start  out  short  of  the  world's  requirements  of  average 
strict  middling,  no  matter  what  the  crop  has  been  up  to  the 
present  time.  If  the  revision  is  an  incorrect  one,  it  does 
affect  it.  It  is  impossible  to  say  that  one  thing  alone  causes 
that  wide  diflFerence,  but  it  is  possible  to  say  that  it  is  funda- 
mentally caused  by  one  thing.  *  *  *  I  should  like  to  call 
your  attention  to  the  increase  in  the  spindles  of  the  world  in 
the  last  eleven  years,  and  the  increase  in  the  crop  size.  We  all 
know  that  every  year  the  world  seems  to  require  a  higher  grade 
of  cotton,  and  average  strict  middling  is  umversally  demanded. 
Now,  there  is  not  enough  made,  and  if  there  is  not  enough  made 
it  is  going  to  be  regulated  by  your  supply  and  demand,  and  by 
nothmg  else.  Because  we  have  had  contracts  in  cotton  above 
a  certam  number  of  points  and  off  a  certain  number  of  points  is 
not  proof;  it  is  a  coincidence  that  we  had  these  surplus  spindles. 
Contracts  and  cotton  are  divorced,  and  no  legislation  and  no  enact- 
ments of  law  will  ever  compel  them  to  be  together  again.^ 

In  other  words,  this  argument,  in  substance,  is  that  the  spinning 
trade  as  a  whole  wants  cotton  averaging  about  strict  middling  in 
grade,  that  at  times  there  is  a  scarcity  of  such  cotton,  and  that  this 
scarcity  results  in  a  relative  advance  of  middling  above  the  future 
contract  price.  This  is  not  logical.  Middling  cotton  is  the  basis  of 
the  contract,  and  if  the  other  grades  are  deliverable  only  at  the  real 
differences  existing  in  the  spot  market  it  is  certain,  in  the  absence 
of  very  exception)Eil  conditions  of  general  trade,  that  the  price  of 
basis  middling  future  contracts  will  move  in  substantial  harmony 
with  the  price  of  spot  middling  cotton.  As  stated  on  page  138 
of  Part  I: 

If  differences  are  exactly  right,  a  basis  middling  contract,  as 
far  as  price  is  concerned,  and  allowing  for  the  expense  of  sorting 
out  undesired  grades,  is  virtually  a  contract  for  middling  cotton. 
Consequently,  the  price  of  a  contract  maturing  in  the  spot 
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month  should  not^  under  proper  conditions,  long  remain  under 
the  spot  price  of  middling  cotton.  A  sustained  disturbance  in  the 
parity,  in  the  absence  of  other  very  exceptional  conditions,  is  an 
mdication  that  contract  differences  are  wrong. 

The  argument  that  there  is  no  necessity  for  a  parity  between  the 
price  of  middUng  cotton  and  the  price  of  basis  future  contracts  was 
substantially  indorsed  by  another  witness  before  the  committee,  who 
said: 

We  maintain  that  the  spot  price  of  middling  and  the  price  of 
contracts  are  two  quantities  related  only  in  so  far  as  demand 
and  supply  separately  affects  each,  and  it  does  not  necessarily 
follow  that  because  there  is  an  advance  in  the  price  of  middling 
cotton  that  there  should  be  a  corresponding  advance  in  the 
price  of  the  basis  contract.  At  one  time  middling  cotton  is  in 
demand  and  the  basis  contract  is  neglected.  At  another  time 
the  basis  contract  is  in  demand  and  middling  cotton  is  neglected. 
These  variations  in  the  demand  are  due  to  economic  conditions 
which  are  apparent  to  all.  MiddUng  cotton  is  an  identified 
(quantity;  a  basis  contract  is  a  contract  for  the  delivery  of  a  va- 
nety  of  grades  known  to  the  buyer  when  he  entered  into  the  con- 
tract, wnich  contract  he  makes  at  a  price  that  reflects  those 
terms,  and  he  assumes  the  risk  that  every  buyer  assumes  in 
trade  and  commerce.  The  fixed  differences  should  represent 
the  spinnable  value  of  grades  tenderable  on  contract,  and  even 
though  there  might  be  a  wide  divergence  in  the  price  of  those 
two  quantities  at  such  times  the  value  of  either  is  affected  by 
the  change  in  price.  The  only  time  that  the  value  of  the  basis 
contract  is  disturbed  is  when  there  is  a  proposed  revision  of 
undemonstrated  values  of  the  grades  tenderable. 

It  should  be  noted  that  this  argument  was  not  indorsed  by  some 
members  of  the  committee.  One  member  of  the  committee,  in  reply- 
ing to  the  witness  first  quoted,  said,  very  properly: 

I  think  the  duty  of  this  committee  is  to  enforce  the  law  that 
there  shall  be  no  difference  between  cotton  and  contracts — for 
a  house  divided  against  itself  shall  not  stand.  If  cotton  and 
contracts  are  divorced  and  can  not  be  reunited,  then  I  say  that 
the  cotton  exchange  would  have  to  go  out  of  business. 

This  argument  that  future  contracts  should  not  necessarily  be 
responsive  to  changes  in  the  price  of  spot  middling  is  an  exceedingly 
dangerous  one  for  members  of  an  exchange  to  advance.  It  is  well 
answered  by  the  following  excerpt  from  resolutions  adopted  by  the 
American  Cotton  Manufacturers'  Association  at  its  meeting  in  Rich- 
mond, Va.,  in  May,  1908: 

Theoretically,  the  cotton  contract  on  the  exchanges  should 
represent  the  value  of  spot  cotton,  and  it  is  an  absurdity  when 
there  is  such  a  variance  in  the  price  of  cotton  as  represented  by 
the  contract  on  the  exchanges  and  the  price  of  tne  contracts 
themselves.     *     *     * 
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It  is  essential,  for  a  contract  to  be  of  real  value,  that  it  should 
be  responsive  to  spot  conditions.  The  contracts  have  been  far 
from  responsive  to  spot  conditions  on  the  New  York  exchange 
for  several  vears,  and  not  wholly  responsive  even  on  the  New 
Orleans  exchange. 

This  principle  was  also  very  clearly  indorsed  by  a  special  committee 
of  the  New  Orleans  Cotton  Exchange  in  a  report  submitted  to  the 
members  of  that  body  in  January,  1909,  as  will  be  seen  from  the 
oUowing  excerpt  from  that  report: 

It  [the  future  system]  must  be  so  adjusted  that  the  contract 
will  automaticallv  maintain  its  character  as  a  representative  of 
spots,  in  order  that  the  value  thereof  can  not  be  enhanced  or 
depreciated  independent  of  a  corresponding  change  in  the  value  of 
the  cotton  with  which  it  must  be  liquidated. 

Indeed,  there  can  be  no  denying  the  principle  that  the  futiure  con- 
tract should  be  responsive  to  the  actual  value  of  cotton.  If  future 
contracts  do  not  represent  actual  cotton,  for  delivery  at  a  deferred 
date,  then  they  really  represent  nothing  at  all,  and  a  cotton  exchange, 
as  just  stated,  practically  degenerates  into  a  bucket  shop.  Further- 
more, it  should  be  constantly  remembered  that  the  contract  should 
be  responsive,  not  to  that  particular  grade  or  those  particular  grades 
of  the  cotton  which  happen  to  be  in  oversupply,  but  to  middling 
cotton,  the  basis  grade.  If  there  has  been  any  such  *' divorce"  of 
contracts  and  spot  cotton  as  the  above  arguments  suggest,  the 
responsibility  for  it  lies  in  large  measure  with  the  New  York  Cotton 
Exchange. 


CHAPTER  VIII. 

COITFLICTIira   VIEWS   OF   THE   IirFLTJENCE   OF   SPECULATIOV 

UPON  SPOT  PEICES  OF  COTTON. 

Section  1.  Difficulties  involved  in  the  discussion. 

As  elsewhere  stated,  it  is  not  intended  in  this  report  to  enter  into 
an  exhaustive  discussion  of  the  future  system  or  of  the  effect  of 
speculation  upon  cotton  prices.  Nor  is  it  intended  in  any  way  to  deal 
with  the  moral  or  social  side  of  speculation,  a  matter  wholly  outside 
the  scope  of  this  investigation.  A  few  misconceptions  concerning 
the  nature  of  speculation  and  of  its  effects  upon  prices  are,  how- 
ever, so  widely  entertained  either  by  opponents  or  by  advocates 
of  the  system  that  it  seems  desirable  to  discuss  them  in  very  brief 
fashion. 

Opinions  regarding  the  general  effect  of  the  future  system,  as 
distinct  from  particular  influences  such  as  were  discussed  in  Chapters 
I,  II,  and  III,  upon  prices  of  actual  cotton  differ  radically.  A  vast 
number  of  producers  are  firmly  of  the  opinion  that  the  future  system 
in  any  form  or  under  any  rules  exerts  a  depressing  effect  upon  the 
price  of  the  staple.  For  instance,  the  statement  has  been  made 
repeatedly  that  the  future  system  has  cost  producers  hundreds  of 
millions  of  dollars.  On  the  other  hand,  many  spinners  are  as  firmly 
of  the  opinion  that  the  effect  of  the  future  system  has  been  to  increase 
the  price  of  cotton  to  mills,  with  perhaps  some  accompanying  increase 
in  the  price  paid  the  grower.  Others  take  the  ground  that  the 
future  system,  if  properly  conducted,  has  practically  no  effect, 
broadly  speaking,  upon  the  spot  price  of  cotton.  They  argue,  as 
shown  on  page  54,  that  the  future  price  is  merely  the  thermometer 
for  the  spot  market,  and  that  it  simply  registers,  but  by  no  means 
controls,  conditions  in  that  market.  Still  others  admit  that  the 
future  system  has  influenced  the  price  of  cotton  in  different  ways  at 
different  times,  but  contend  that  the  two  markets  interact  upon  each 
other  so  incessantly  that  it  is  impossible  to  measure  the  effect  of  one 
upon  the  other. 

This  great  diversity  of  opinion  is  due  to  various  causes.  One 
reason  is  the  close  interrelationship  between  spot  and  future  prices, 
already  emphasized,  which  makes  it  exceedingly  difficult  to  dis- 
criminate between  cause  and  effect  or  to  measure  with  anything  like 
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precision  the  influence  of  one  price  on  the  other.  Again,  the  inaugu- 
ration of  organized  future  trading  was  contemporaneous  with  several 
other  developments  which  tended  to  produce  precisely  the  same 
results  as  are  frequently  credited  to  the  future  system  itself.  This  is 
particularly  true  of  the  remarkable  improvements  in  means  of  com- 
mimication  and  transportation  which  were  introduced  at  just  about 
the  time  that  organized  future  trading  was  estabUshed.  The  tele- 
phone, the  telegraph,  and  the  cable,  by  putting  all  markets  of  the 
country,  and  indeed  of  the  world,  in  instant  communication,  have 
had  a  tendency,  of  course,  to  reduce  the  violence  of  fluctuations  in 
the  prices  of  commodities.  Under  previous  methods  of  communica- 
tion one  market  might  for  several  weeks  be  seriously  out  of  line  with 
another.  With  modem  faciUties  for  communication,  on  the  other 
hand,  any  pronounced  disturbance  in  the  parity  between  large 
markets  speedily  attracts  sellers  or  buyers,  as  the  case  may  be;  this, 
of  course,  tends  promptly  to  restore  a  normal  equiUbrium.  The 
very  broadening  of  the  area  of  supply  has  a  tendency  to  reduce  the 
violence  of  price  fluctuations.  So  long  as  the  production  of  a  crop  is 
confined  to  a  limited  area  or  to  a  single  locality,  obviously  there  is 
more  danger  of  violent  fluctuations  than  when  the  area  of  production 
and  the  supply  have  been  greatly  increased. 

Therefore,  assuming  that  it  can  be  shown  that  fluctuations  in 
prices  of  cotton  have,  on  the  whole,  been  less  violent  since  future 
trading  was  fairly  organized  than  they  were  before  that  time,  it  still 
would  be  difficult  to  determine  how  far  any  such  reduction  in  price 
fluctuations  is  properly  attributable  to  the  future  system  and  how 
far  to  such  other  causes  as  those  just  briefly  enumerated. 

Under  conditions  like  those  just  noted  any  deductions  as  to  the 
influence  of  the  future  system  upon  prices  of  cotton  must,  in  many 
directions,  be  inconclusive.  The  problem  is  virtually  incapable  of 
complete  statistical  solution.  It  is,  however,  possible  to  say  that 
certain  prevalent  ideas  as  to  the  effect  of  future  trading  on  the  spot 
price  are  founded  upon  misconception.  It  is  also  possible  to  show 
the  actual  effect  of  some  specific  methods  of  conducting  future 
trading.  This,  indeed,  has  already  been  done  in  preceding  chapters, 
where  it  has  been  demonstrated  that  the  effect  of  abnormal  dis- 
counts of  the  future  price  (discounts  largely  attributable  to  im- 
proper methods  of  conducting  future  trading)  is  to  depress  the  price 
of  actual  cotton  to  the  producer.  The  future  system  itself,  however, 
should  not  be  blamed  for  any  such  disturbance  of  prices.  Instead, 
the  responsibility  clearly  rests  upon  any  cotton  exchange  that  delib- 
erately maintains  rules  and  regulations  which  prevent  the  natural 
and  proper  operation  of  the  system. 
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Section  2.  Advantages  of  speculation  in  facilitating  transactions  in  cotton. 

Speculation  a  means  or  forecasting  prices. — As  noted  on  page 
161,  the  function  of  speculation  has  been  summarized  as  follows: 

To  relieve  trade  of  the  risks  of  fluctuating  values,  by  providing 
a  class  always  ready  to  take  or  deliver  a  property  at  the  market 
price;  and,  in  so  doing,  to  direct  commoclities  to  their  most 
advantageous  uses  and  the  investment  of  capital  into  the  most 
profitable  channels,  by  fixing  for  commodities  and  securities 
comparative  prices  for  delivery  at  different  times  and  places.** 

The  function  of  speculation  defined  in  the  last  clause  of  the  above 
statement,  namely, "  fixing  for  commodities  and  securities  comparative 
prices  for  delivery  at  different  times  and  places/'  should  be  an  exceed- 
ingly valuable  one.  Under  modern  methods  of  doing  business  it  is 
imperative  that  cotton  merchants  be  able  to  enter  into  agreements 
with  spinners  to  deliver  cotton  many  months  in  the  future  at  a 
fixed  price.  Furthermore,  it  is  often  essential  that  these  commit- 
ments be  entered  into  before  the  crop  is  actually  harvested.  Under 
present  methods  of  communication  it  would  be  possible  for  merchants, 
even  without  organized  speculation,  to  enter  into  future  commitments 
on  a  somewhat  extensive  scale.  Such  commitments,  however,  are 
very  greatly  facilitated  by  organized  speculation,  provided  it  is  con- 
ducted on  a  proper  basis,  partly  because  of  this  function  of  forecast- 
ing prices.  The  future  quotation,  as  registered  by  organized  specu- 
lation, should  epitomize  the  opinions  of  the  highest  experts  as  to  the 
probable  future  course  of  prices  of  cotton  itself.  Under  a  system  of 
organized  speculation  operators  of  great  ability  and  broad  facilities 
secure  detailed  and  extensive  information  concerning  conditions  of 
supply  and  demand,  constantly  endeavoring  thus  to  forecast  the 
probable  future  course  of  prices.  The  future  system,  by  thus  attract- 
ing the  intelligence,  skill,  and  facilities  of  such  operators,  should 
confer  upon  those  directly  interested  in  the  cotton  business  the  benefit 
of  very  necessary  information  which  they  would  not  otherwise  secure. 
That  is  to  say,  intelligent  speculation  generally  tends  to  afford  the 
nonspeculative  merchant,  producer,  or  consumer  a  basis  upon  which 
to  make  his  future  arrangements  in  actual  cotton. 

For  instance,  without  organized  speculation,  a  merchant  who,  say, 
in  July,  received  an  inquiry  from  a  spinner  for  cotton  to  be  delivered 
in  the  following  January  might  have  great  difficulty  in  deciding  what 
price  he  would  name.  Naturally  he  would  be  guided  to  some  extent 
by  the  prices  of  his  competitors,  but  they  in  turn  would  originally  be 
at  the  same  disadvantage.  With  a  properly  organized  future  market, 
on  the  other  hand,  where  quotations  for  future  deliveries  are  published 
constantly,  such  a  merchant  instantly  has  a  basis  for  entering  into 
such  forward  commitments. 


«H.  C.  Emery,  Speculation  on  the  Stock  and  Produce  Exchanges  of  the  United 
States,  page  113. 
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Protection  which  should  be  afforded  nonspeculative 
INTERESTS  AGAINST  MISTAKES  OF  SPECULATORS. — Of  couFse,  Specu- 
lators of  intelligence  and  experience  usually  hold  divergent  opinions 
as  to  the  probable  course  of  prices,  and  one  faction  must  be  wrong. 
This  very  divergence  of  opinion  tends  to  prevent  extremely  violent 
fluctuations.  It  does  not,  however,  prevent  many  and  marked 
erroneous  forecasts  of  prices.  That  is  to  say,  the  price  of  cotton  as 
established  by  speculation  in  September  for  deUvery  in  March  may 
be  10  cents,  whereas,  owing  to  a  short  crop  and  to  an  unusually 
heavy  demand,  the  actual  price  of  spot  cotton  in  March  may  prove 
to  be  15  cents.  In  such  cases  those  engaged  in  the  purchase  and  sale 
of  actual  cotton  might,  by  relying  on  the  prices  established  in  Sep- 
tember by  organized  speculation,  be  misled  into  serious  error  and 
heavy  loss.  Indeed,  it  might  seem  on  the  surface  that  speculation, 
instead  of  affording  advantages  to  those  dealing  in  the  actual  product, 
would,  because  of  such  erroneous  forecasts,  prove  exceedingly  detri- 
mental and  even  disastrous  to  such  interests;  this  view  is,  indeed, 
widely  held. 

It  is  one  of  the  peculiar  functions  of  the  future  system,  if  properly 
conducted,  however,  to  afford  a  very  effective  remedy  for  its  own 
errors  in  this  respect,  in  so  far  as  the  nonspeculative  class  of  middlemen 
or  merchants  is  concerned.  This  is  provided  through  the  so-called 
''hedging  function,''  already  exhaustively  discussed  in  preceding  por- 
tions of  this  report.  It  was  there  shown  that  under  a  proper  system 
of  future  trading  a  cotton  merchant  is  able  safely  to  enter  into 
agreements  to  deliver  cotton  to  spinners  at  some  future  date,  long 
before  he  himself  purchases  it.  This  is  because  of  his  ability  to  buy 
future  contracts  on  an  exchange  as  a  hedge.  The  theory  is  that  if, 
before  he  buys  the  actual  cotton  for  delivery  to  the  spinner,  the  price 
advances,  his  future  contract  which  he  thus  purchased  as  a  hedge 
will  advance  by  a  corresponding  amount,  so  that  the  loss  or  reduc- 
tion in  his  profit  which  he  suffers  on  account  of  such  rise  in  the 
price  of  spot  cotton  will  be  oflFset  by  a  corresponding  profit  due  to  the 
advance  in  the  price  of  his  future  contract."  In  other  words,  while 
the  speculative  class  attempts  to  forecast,  for  the  benefit  of  the  trade 
in  general  as  well  as  for  its  own  personal  profit,  the  probable  course 
of  prices,  it  should  also  undertake  to  reUeve  the  nonspeculative  class 
from  any  disaster  which  may  result  from  erroneous  forecasts.  Unless 
the  speculative  class  fairly  performs  these  fundamental  functions 

a  This  brief  description  of  the  hedging  function  is  a  general  one  and  does  not  take 
account  of  numerous  conditions  which  arise  as  a  result  of  the  great  variety  of  grades  of 
cotton  and  of  the  differences  in  the  values  of  such  grades.  In  this  connection  see 
Chapter  III  of  this  part  and  Chapter  VII  of  Part  I. 
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and  accepts  such  speculators'  risks^  there  is  no  justification  for  its 
existence. 

This  benefit  to  the  nonspeculative  class  will  not  be  realized,  how- 
ever, unless  the  rules  of  the  exchange  provide  for  a  "natural''  market 
with  price  movements  based  on  the  actual  article.  That  the  future 
system  has  frequently  failed  to  afford  proper  protection  in  such 
hedging  operations  of  the  nonspeculative  class  is  not  an  inherent 
fault  of  the  system,  but  is  largely  due  to  the  improper  rules  under 
which  the  system  has  been  conducted,  particularly  in  the  New  York 
market. 

It  will  be  seen,  therefore,  that  speculation,  if  properly  conducted 
and  safeguarded,  affords  advantages  of  almost  incalculable  service. 
Under  an  ideal  system  of  speculation  the  risks  which  inevitably  result 
from  unavoidable  changes  in  value  would  be  thrown  on  the  speculative 
class,  to  the  reUef  of  the  nonspeculative  class.  The  system  in  actual 
practice,  as  shown,  is  far  from  ideal;  nevertheless  its  possible  benefits 
are  enormous  and  its  actual  advantages  probably  great. 

Service  of  specui^tion  in  providing  a  ready  market  at  all 
TIMES. — ^A  peculiar  function  of  a  broad  speculation,  and  one  of 
great  value,  is  that  it  provides  at  all  times  a  market  in  which  those 
who  have  a  commodity  to  sell  may  dispose  of  it,  or  in  which  those  who 
desire  to  buy  may  purchase  it.  The  advantages  of  such  a  ready  mar- 
ket at  all  times  scarcely  require  illustration.  Anyone  who  has 
watched  the  market  for  commodities  or  property  where  there  are  no 
exchanges  with  organized  facilities  for  speculation,  as,  for  instance, 
real  estate,  knows  very  well  that  it  sometimes  is  practically  impossible 
to  find  a  purchaser  at  any  price.  Property  may  be  offered  for  weeks 
and  months  without  finding  a  buyer.  In  a  broad  future  market,  on 
the  other  hand,  there  is  always  an  opportunity  to  sell  at  some  price  on 
very  short  notice.  This  advantage  is,  of  course,  largely  due  to  the 
fact  that  a  future  market  brings  many  buyers  and  sellers  together  at 
one  place  and  at  one  time,  and  thus  converges  at  a  single  point 
buying  and  selling  offers  from  a  great  number  of  different  sources. 
Futures  have  been  called  the  '^consols  of  produce."  This  very 
breadth  of  the  future  market  is,  however,  as  shown  later,  largely 
dependent  upon  the  volume  of  purely  speculative  transactions.** 

The  advantages  of  such  a  broad  and  ready  market  are  not  confined 
to  those  who  directly  use  it.  While  they  are,  of  course,  of  great  value 
to  the  cotton  merchant,  the  benefit  which  he  derives  should  be 
extended  indirectly  to  the  cotton  producer  on  the  one  hand  and  to  the 
consumer  on  the  other.  The  value  of  the  future  market  to  a  producer 
in  this  respect  is  illustrated  in  the  following  statement,  in  substance, 
of  a  cotton  buyer  in  Mississippi: 

o  See  page  269. 
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While  a  cotton  planter  may  not  sell  his  cotton  directly  through 
the  future  markets,  he  is  enabled,  through  the  facilities  afforded 
in  future  contracts,  always  readily  to  find  a  buyer  for  his  product. 
In  almost  every  season  there  is  a  period  of  from  six  weeks  to  two 
months  when  spinners  are  not  in  the  market  for  cotton.  But 
this  fact  does  not  change  the  desire  of  the  farmer  or  other  holders 
of  cotton  to  sell.  The  buyer  knows  that  he  can  sell  future  con- 
tracts against  any  cotton  ne  may  purchase  and  protect  himself, 
and  he  is  thereby  enabled  to  offer  the  farmer  cash  for  his  cotton 
on  any  day  of  the  year,  whether  the  spinner  desires  a  bale  or  not. 
*  *  *  It  is  probable  that  no  single  advantage  accruing  to  any 
branch  of  the  cotton  interest  is  of  so  much  value  as  this  advan- 
tage, which  gives  to  the  farmer  a  purchaser  for  his  cotton  at  any 
time. 

This  broadening  of  the  future  market  is  of  especial  service  in  hedging 
operations.  In  order  that  hedging  may  be  conducted  satisfactorily, 
the  future  market  should  be  broad  and  active.  Thus,  if  a  merchant 
selling  cotton  to  a  spinner  were  compelled  to  hedge  in  a  future  market 
so  narrow  that  a  purchase,  say,  of  500  bales  would  send  the  contract 
price  up  one-half  cent  or  more,  or  if  sales  to  such  an  extent  would  cor- 
respondingly depress  the  contract  price,  the  hedge  obviously  would 
be  a  very  poor  protection.  While  hedging  transactions  are  undoubt- 
edly large  in  the  aggregate,  they  would  not  alone  provide  a  future 
market  sufficiently  broad  to  prevent  violent  price  fluctuations  within 
very  brief  periods  of  time.  Moreover,  it  may  frequently  happen  that 
there  is  a  preponderance  of  hedging  transactions  proper  on  either  the 
buying  or  selling  side.  This  is  altogether  probable.  Thus,  in  the 
spring  and  summer,  before  a  new  crop  is  matured,  cotton  merchants 
who  are  entering  into  forward  commitments  with  spinners  ordinarily 
desire  a  buying  hedge  as  a  protection.  In  the  fall,  on  the  other  hand, 
when  cotton  is  freely  coming  to  market,  and  merchants  are  buying  it 
faster  than  they  can  sell  it  to  spinners,  they  frequently  desire  a  selling 
hedge.  It  should  be  understood  that  there  is  no  rigid  distribution  by 
the  calendar  of  selling  and  buying  hedge  transactions.  Instead,  there 
is  at  all  times  in  an  active  market  a  considerable  volume  of  each  class 
of  such  hedging  operations.  The  point  to  be  emphasized  is  that  buy- 
ing hedges  and  selling  hedges  frequently  may  not  balance  one  another. 
Under  these  circumstances  a  large  excess  of  hedge  selling  probably 
would  in  a  narrow  market  result  in  a  depression  of  the  price,  w^hile  an 
excess  of  hedge  buying  might  cause  a  sharp  advance.*  With  specula- 
tion fully  organized,  however,  the  force  of  such  hedge  buying  or  hedge 
selling  should  be  absorbed  without  any  undue  shock  to  the  market. 
In  other  words,  a  broad  speculation  should  impart  greater  steadiness 
to  price  movements. 

<^Thi8  sliould  not,  however,  seriously  disturb  the  relationship  between  the  spot  and 
the  contract  price. 
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Estimated  extent  or  hedging  operations. — The  extent  of 
hedging  can  only  be  estimated;  opinions  as  to  its  volume  vary 
widely.  Estimates  obtained  by  the  Bureau  of  the  annual  total  of 
hedging  transactions  in  the  New  York,  New  Orleans,  and  Liverpool 
markets  combined  range  all  the  way  from  20,000,000  bales  or  less  to 
more  than  125,000,000  bales.  An  exporter  at  New  Orleans  estimated 
that  a  13,000,000-bale  crop  would  easily  furnish  26,000,000  bales  of 
hedging  transactions  in  the  three  markets  combined.  A  New  Orleans 
factor  estimated  that  the  combined  hedging  operations  in  these  mar- 
kets in  the  season  of  1906-7,  when  the  crop  was  about  13,500,000 
bales,  might  easily  have  amounted  to  50,000,000  bales.  In  his  opinion 
the  proportion  of  hedging  transactions  in  the  total  of  future  dealings 
was  largest  in  Liverpool  and  smallest  in  New  York.  Other  merchants 
interviewed  estimated  that  an  ordinary  crop  of  cotton  is  hedged  all 
the  way  from  one  to  five  times.  As  each  hedge  eventually  means 
both  a  sale  and  a  purchase,  every  hedge  counts  twice  in  the  total  of 
future  transactions;  that  is,  if  13,000,000  bales  of  cotton  were  hedged 
once,  this  would  ultimately  contribute  26,000,000  bales  to  the  total  of 
future  transactions. 

The  same  cotton  may  be  hedged  over  and  over  again  by  different 
parties,  thus  counting  several  times  in  the  total  of  hedging  transac- 
tions. In  the  first  place,  a  country  merchant  who  buys  cotton  from 
growers  and  planters  in  small  lots  and  accumulates  the  cotton  faster 
than  he  can  sell  it,  frequently  sells  future  contracts  as  a  hedge.  The 
buyer  of  cotton  from  such  a  country  mercliant  in  turn  also  sells  a  hedge, 
or,  if  he  has  previously  sold  cotton  ahead  to  spinners,  usually  he  has 
already  bought  a  hedge.  The  spinner  likewise  may  employ  a  hedge. 
Still  again  the  dealer  in  dry  goods  who  buys  from  the  spinner  may  sell 
future  contracts  as  a  hedge  against  a  stock  of  cotton  goods  which  he 
may  be  carrying  at  a  time  when  he  anticipates  a  decUne  in  its  value. 
The  bulk  of  hedging  transactions  in  this  country,  however,  comes 
from  cotton  merchants.  Most  cotton  merchants  regularly  hedge  by 
either  buying  or  selling  future  contracts,  as  the  case  may  be,  and  aim 
never  to  be  long  or  short  of  actual  cotton  to  any  extent.  Frequently 
merchants  endeavor  to  balance  their  accounts  in  this  respect  at  the 
close  of  each  day. 

The  same  cotton  may  also  be  hedged  repeatedly  by  a  single  owner. 
Thus,  a  merchant  buying  cotton  in  October  might  sell  a  January 
contract  as  a  hedge  against  it;  if  by  January  he  had  not  sold  the 
actual  cotton,  he  could  transfer  his  hedge  to  a  more  distant  month. 
Tliis  might  be  done  over  and  over  again  until  his  cotton  was  eventu- 
ally disposed  of. 

Breadth  of  future  market  largely  due  to  speculation. — 
Whatever  the  volume  of  hedging  transactions  proper  may  be,  there 
can  be  no  doubt  that  future  trading  is  largely  made  up  of  what  are 
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cominonly  regarded  as  purely  speculative  (though  not  necessarily 
gambling)  transactions,  and  that  without  such  operations  on  an  ex- 
tensive scale  the  future  market  would  be  impracticable.  The  best 
evidence  of  this  is  the  repeated  failure  of  attempts  to  estabUsh  or- 
ganized future  trading  in  markets  where  speculation  was  practically 
absent.  Thus,  in  the  season  of  1906-7,  an  attempt  was  made  to  es- 
tablish future  trading  in  cotton  at  Memphis,  but  the  movement  fell 
flat  from  the  start,  chiefly  owing  to  the  fact  that  there  was  no  specu- 
lative business.  Similar  attempts  have  been  made  on  the  Mobile, 
Savannah,  and  Galveston  cotton  exchanges,  but  in  every  case  without 
success.  In  all  of  these  markets  there  are  merchants  who  employ 
buying  and  selUng  hedges  extensively,  so  that  this  feature  of  the 
business  was  not  lacking. 

In  the  case  of  the  Galveston  exchange  two  efforts  to  estabUsh  a 
future  market  have  been  made.  The  first  was  in  1881,  and  some 
business  was  transacted  until  1885.  Future  trading  was  resumed  in 
September,  1904,  but  was  continued  only  a  few  months.  In  connec- 
tion with  this  failure  to  establish  a  permanent  future  market  at  Gal- 
-yeston  the  following  statement  by  an  officer  of  the  Galveston  Cotton 
Exchange  and  Board  of  Trade  is  extremely  significant : 

When  the  first  efforts  were  made  in  future  trading  in  this 
market,  the  receipts  of  cotton  were  comparatively  light  and 
production  in  the  State  was  comparatively  small,  the  transpor- 
tation facilities  were  only  ordinary,  and  as  a  consequence  the 
available  supply  of  actual  cotton  to  deliver  on  contracts  was 
limited.  By  1903  or  1904,  however,  the  production  of  cotton 
in  Texas  and  the  territory  adjacent  to  Galveston  had  increased 
enormously  and  the  receipt  at  the  port  of  Galveston  had  become 
verv  large  in  volume.  Not  only  nad  the  production  of  cotton 
in  Texas  increased  enormously,  but  the  cultivation  of  cotton 
had  been  successfully  introduced  in  the  Indian  Territory  and 
Oklahoma,  and  through  improved  transportation  facilities  prac- 
tically all  of  the  cotton  of  this  great  region  was  available  for  the 
Galveston  market,  and  fully  75  per  cent  of  it  came  here.  These 
conditions  suggested  to  the  members  of  the  exchange  that  the 
establishment  of  a  future  board  and  sufficient  capital  to  handle 
this  enormous  volume  of  cotton  would  broaden  the  market  and 
improve  the  conditions  of  all  interests  in  the  cotton  trade.  The 
danger  that  had  threatened  and  finally  destroyed  the  first  efforts 
in  future  trading  had  apparently  passed.  Under  the  changed 
conditions  it  did  not  seem  possible  that  any  individual  or  set  of 
individuals  could  control  enough  of  the  cotton  to  comer  the 
market  and  unsettle  values.  With  these  facts  before  the  mem- 
bers of  the  exchange,  investigation  was  made  as  to  the  availa- 
bility of  capital  to  handle  this  volume  of  trade  and  support  such 
a  market  as  was  desired.  One  bank  alone  had  placed  at  its 
disposal  $15,000,000  of  European  capital.  With  these  flattering 
prospects  the  rules  for  future  trading  were  revived  and  opera- 
tions again  begim  on  the  1st  of  September,  1904. 
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In  explaining  the  failure  of  this  second  attempt  to  establish  a  future 
market  in  Galveston,  this  representative  of  the  exchange  said: 

The  trades  were  absolutely  restricted  to  the  legitimate  busi- 
ness; that  is,  *  *  *  contracts  of  sales  between  members 
that  wanted  cotton  for  future  delivery.  Instead  of  buying  f .  o.  b. 
cotton  they  would  buy  in  the  market  for  delivery  the  next 
month  or  the  month  after.  In  other  words,  it  was  an  ideal 
future  market  as  far  as  that  was  concerned.  It  was  free  from 
speculation.  I  don't  believe  there  was  a  speculative  trade  made 
during  the  whole  time.  For  some  reason  the  speculator  and 
gambler  did  not  operate  in  this  market  and  the  transactions  were 
confined  entirely  to  the  legitimate  trade.  This,  on  account  of 
the  comparatively  small  number  of  individuals  or  firms  engaged 
in  the  actual  cotton  business,  made  it  a  very  narrow  market. 

*  *  *  The  few  speculative  orders  that  came  to  brokers  were 
not  executed  because  of  the  narrowness  of  the  market.  The 
brokers  feared  that  in  such  a  narrow  market  they  would  become 
entangled  in  obligations  upon  contracts  that  would  embarrass 
them.  It  is  a  remarkable  fact  that  in  every  single,  soHtarv  trade 
that  was  made,  buying  or  selling,  the  actual  cotton  was  delivered 
on  the  contracts;  every  contract  was  fulfilled. 

Under  these  conditions  it  soon  became  apparent  that  opera- 
tions on  the  future  board  must  fail.  Homers  of  cotton,  as 
already  stated,  did  not  utilize  this  market  to  any  considerable 
extent  for  hedging  purposes,  and  since  each  transaction  was  in 
fact  a  bona  fide  one — that  is,  one  upon  which  the  cotton  was 
actually  tendered  and  delivered — it  resolved  itself  practically 
into  a  purely  spot  business.  Within  a  short  time,  therefore,  as 
stated  m  the  preliminary  paragraph,  future  contracts  ceased  to 
be  made   and   shortly    thereafter   the    calls   were   suspended. 

*  *  *  You  have  got  to  have  speculation.  You  know  very 
well  how  many  times  the  entire  crop  of  the  United  States  is 
bought  and  sold.  I  think  speculation  is  absolutely  necessary. 
It  was  in  our  case,  and  I  think  it  is  everywhere. 

The  assistance  rendered  by  speculation  to  the  cotton  merchant  as 
a  result  of  its  broadening  efi'ect  upon  the  future  market  is  also  indi- 
cated by  the  following  statement,  in  substance,  of  a  merchant  in  the 
New  Orleans  market: 

Facilities  for  future  transactions  in  cotton  are  absolutely 
essential  to  the  safe  and  profitable  conduct  of  the  spot-cotton 
business.  The  speculator  makes  it  possible  for  planters  and 
spinners  to  enter  into  contracts  for  the  delivery  and  acceptance 
of  cotton  far  in  the  future.  But  for  the  presence  of  the  specu- 
lator, the  merchant  would  oftentimes  have  great  difficulty  in 
finding  anyone  who  would  sell  a  contract.  The  speculator  is 
willing  to  take  his  chances  upon  a  transaction  of  this  kind,  and 
thus  enables  the  spinner  to  secure  the  cotton  for  futiure  delivery 
at  a  guaranteed  price.  Through  this  process  millions  of  bales 
of  cotton  are  sola  to  spinners  before  the  seed  is  planted.  The 
speculator  helps  to  take  care  of  this  cotton,  and  altogether  the 
contract  may  change  hands  a  hundred  times  between  the  date 
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of  the  original  contract  and  the  time  of  delivery.  It  will  be  seen 
from  this  sort  of  transaction  that  some  one  must  always  be  short 
of  cotton.  If,  for  instance,  there  have  been  sold  of  the  present 
crop  [1907]  4,000,000  bales  of  cotton,  as  is  estimated  by  some 
conservative  merchants,  it  means  that  some  one  is  short  of  a 
considerable  quantity.  *  *  *  This  forward  business  could 
not  be  done  without  speculation,  because  spot  men  Would  not 
think  of  going  short  to  that  extent.  These  forward  transac- 
tions have  a  tendency  to  steady  values  and  are  thereby  advan- 
tageous to  all  cotton  interests. 

A  member  of  the  New  Orleans  Cotton  Exchange,  in  discussing  the 
effect  of  speculation,  in  June,  1907,  said: 

They  [speculative  operations]  are  absolutely  necessary  if  you 
are  gomg  to  have  any  commodity  command  an  instant  sale.  If 
you  want  to  make  securities  or  commodities  equivalent  to  cash 
we  have  got  to  have  the  speculative  element.  We  see  to-day 
what  is  happening  in  New  York  for  want  of  speculation  in  the 
stock  market.  They  go  to  the  stock  exchange  to  sell  their  securi- 
ties and  there  is  no  speculation  there  to  take  them,  and  they  have 
to  offer  them  down,  down,  down,  until  they  find  investors  to  take 
them  and  carry  them  until  things  improve. 

Section  3.  Alleged  tendency  of  fntnre  system  to  depress  cotton  prices. 

Popular  misconception  of  the  function  of  short  selling. — 
One  of  the  most  general  complaints  against  the  future  system, 
especially  from  producers  of  agricultural  staples,  is  that  the  system 
itself,  apart  from  its  abuses,  necessarily  depresses  prices  because  of 
the  extensive  short  selling  which  it  makes  possible.  If  it  were  not  for 
the  enormous  volume  which  future  trading  has  reached,  it  is  probable 
that  this  feeling  would  be  much  less  pronounced.  For  instance,  the 
right  to  enter  into  a  contract  to  deliver  cotton  or  any  other  product 
at  some  future  date  by  a  party  who  at  the  time  of  making  this  con- 
tract does  not  possess  the  commodity,  but  who  relies  upon  his  ability 
to  purchase  it  on  advantageous  terms  prior  to  the  stipulated  date  of 
delivery,  can,  in  the  abstract,  hardly  be  questioned.  This  is  done 
daily  in  the  most  conmion  transactions,  as,  for  instance,  when  the 
farmer  agrees  to  supply  butter  or  eggs  or  milk  to  regular  customers 
for  a  given  period.  In  fact,  farmers  sell  large  quantities  of  cotton  in 
this  way  on  private  contracts  long  before  it  is  grown.  But  the  fact 
that  such  contracts  are  entered  into  by  thousands  of  speculators, 
many  of  whom  are  known  to  have  such  limited  resources  that 
they  could  not,  unaided,  actually  purchase  or  produce  the  quantity 
of  cotton  stipulated  in  their  ventures,  but  who  merely  operate  on 
margins,  has  the  effect  of  creating  the  most  intense  opposition  among 
growers.  That  an  outsider  who  has  no  cotton  in  his  possession  and 
who  has  no  apparent  interest  in  any  branch  of  the  cotton  business 
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should  offer  to  deliver  the  product  months  in  advance  at  prices  below 
those  existing  at  the  moment  is  regarded  by  many  producers  as  an 
absolute  wrong.  This  is  especially  true,  of  course,  in  periods  of 
declining  prices.  When  the  price  of  cotton  is  rapidly  advancing,  the 
short  seller  is  largely  forgotten. 

The  opinion,  widely  held  among  producers  of  cotton,  that  the 
future  system  has  depressed  the  price  of  their  product,  is  illustrated 
by  the  following  excerpt  from  a  statement  by  a  prominent  officer  of 
a  cotton  growers'  association: 

I  think  they  [futures]  depress  the  prices  of  cotton  on  an  average 
of  from  $5  to  $10  per  bale,  and  I  think  that  any  system  which 
will  permit  such  a  condition  of  affairs  ought  to  be  suppressed. 

This  prejudice  has  been  repeatedly  expressed  and  indorsed  in  the 
press  in  many  localities,  and  also  in  legislative  bodies.  The  follow- 
ing statement  on  this  point  by  a  United  States  Senator  during  the 
antioption  agitation  in  1892  is  typical: 

Drawing  on  an  illimitable  supply  of  phantom,  fictitious,  inex- 
haustible cotton,  they  sold  cotton  down." 

It  is  true  that  transactions  in  future  contracts  on  either  the  New 
York  or  the  New  Orleans  cotton  exchange  in  any  year  ordinarily  rep- 
resent a  volume  of  cotton  vastly  greater  than  the  total  crop.  It  is 
not  unlikely  that  the  combined  transactions  in  futures  on  the  two 
exchanges  in  some  years  represent  ten  times  the  volume  of  the  crop. 
The  greater  volume  of  transactions  is  due,  in  part,  of  course,  to  the 
fact  that  contracts  repeatedly  change  hands  during  the  period  from 
the  time  that  they  are  entered  into  to  the  date  of  maturity.  Just 
as  a  ten-dollar  bill  in  circulating  from  hand  to  hand  may  pay  a  debt 
of  $10  for  each  of  a  dozen  different  parties,  so  a  future  contract  in 
cotton  may  eventually  be  the  basis  for  a  score  of  transactions. 

Comparison  of  movement  of  spot  prices  with  volume  of 
FUTURE  transactions. — It  by  no  means  follows,  however,  that 
these  large  sales  of  futures  necessarily  depress  prices.  That  this  is 
not  the  case  can  easily  be  shown  by  comparing  the  total  transac- 
tions in  futures  on  the  New  York  Cotton  Exchange  for  a  series  of 
years  with  the  average  yearly  prices  of  middling  cotton,  the  pric« 
movements  for  that  grade  being  fairly  representative  of  those  of  the 
crop  as  a  whole.  Such  a  comparison  for  the  period  from  1871  to 
1897  is  presented  in  Table  33.  The  production  of  cotton  for  the 
corresponding  seasons  is  also  shown.  In  1898  the  New  York  Cotton 
Exchange  ceased  publication  of  such  statistics  of  sales,  therefore 
the  comparison  can  not  he  brought  down  to  date. 

o  Statement  of  Senator  George,  of  Mississippi. 


SPECULATION   AND  COTTON   PRICES. 


273 


Table  33.-^0MPARIS0N  OF  AVERAGE  SPOT  PRICES  OF  MIDDLING  COTTON  WITH 
VOLUME  OF  FUTURE  SALES.  NEW  YORK  MARKET.  AND  WITH  COTTON  CROP, 
1871-1897. 


Year  ended  August  31— 


1871. 
1872. 
1873. 
1874. 
1875. 
1876. 
1877. 
1878. 
1879. 
1880. 
1881. 
1882. 
1883. 
1884. 
1886. 
1886. 
1887. 
1888. 
1889. 
1890. 
1881. 
1802. 
1893. 


Future 

sales.  New 

York.a 


Average 

spot 

price.* 


Cotton 
crop.* 


Balet. 

3.000,000 

4,933,700 

5,299,700 

6,187,700 

8,368,000 

7,233,650 

10,735,400 

12,973,300 

25,410,600 

34,006,600 

28,800,900 

33,077,400 

26,543,600 

24,632,100 

20,889,700 

23,270,600 

26,482,100 

25,763,900 

18,764,800 

22,138,200 

24,885,900 

34,187,200 

53,245,400 

1894 ;  37,888,400 

1895 1  39,368,500 

1806 66,460,000 

1897 '  36,113,000 


Cents. 

16.95 

20.48 

18.15 

17.00 

15.00 

13.00 

n.73 

11.28 

10.83 

12.02 

11.34 

12.16 

10.63 

10.64 

10.54 

9.44 

10.25 

10.27 

10.71 

U.53 

9.03 

7.64 

8.24 

7.67 

6.50 

8.16 

7.72 


Bales. 
4,352,317 
2,974,351 
3,930,508 
4,170,388 
3,832,901 
4,632,313 
4,474,069 
4,773,865 
5,074,155 
5,755,359 
6,605,750 
5,456,048 
6,940,756 
5,713,200 
5,682,000 
6,575,691 
6,505,067 
7,046,833 
6,938,290 
7,472,511 
8,652,507 
9,035,379 
6,700,365 
7,403,000 
9,901,251 
7,161,094 
8,532,705 


Relation 

of  (uture 

sales  to 

crop. 


Percent. 
09 
166 
135 
148 
218 
156 
240 
272 
501 
501 
436 
606 
383 
431 
368 
354 
407 
366 
270 
296 
288 
378 
795 
506 
396 
789 
423 


o  Compiled  from  Latham,  .VIe:cander&  Co.'s  Cotton  Movement  and  Fluctuations. 

6  From  Census  Bulletin  No.  100,  on  Cotton  Production,  1908.  The  crop  figures  here  given  are  for  crops 
marketed  in  the  season  Indicated  in  column  1.  Thus  the  crop  of  4,352.317  bales  was  grown  in  3870,  but 
marketed  in  the  season  1870-71.    The  discussion  in  the  following  pages  is  on  the  same  basis. 

In  discussing  this  table  the  years  from  1871  to  1876,  when  the  future 
market  was  in  its  infancy  and  when  future  sales  were  comparatively 
small,  may  be  left  out  of  the  question.  Furthermore,  conditions  of 
general  trade,  following  the  panic  of  1873,  were  so  exceptional  as  to 
prevent  satisfactory  discussion  for  these  years. 

Taking  those  years  for  the  remainder  of  the  period  which  show  ex- 
treme changes  in  the  ratio  of  future  sales  to  the  crop,  it  will  be  seen 
that  the  first  phenomenal  increase  in  the  ratio  occurred  in  1879,  when 
the  total  sales  of  futures  were  501  per  cent  of  the  actual  crop,  or,  to  use 
a  common  expression,  the  crop  was  '* dealt  in  five  times  over"  on  the 
New  York  Cotton  Exchange.  In  this  year  of  exceptional  activity  the 
10088-09 18 


274        COTTON  EXCHANGES — EFFECT  OF  FUTURE   CONTRACTS. 

average  price  of  middling  fell  to  10.83  cents^  as  compared  with  11.28 
cents  in  the  preceding  year.  In  the  season  1878-79,  however,  for  the 
&st  time  in  the  history  of  the  cotton  trade,  the  crop  exceeded 
5,000,000  bales.  In  the  next  year,  1880,  future  sales  were  591  per 
cent  of  a  materially  increased  crop,  yet  the  price  rose  from  an  average 
of  10.83  cents  to  12.02  cents.  Of  course,  it  is  not  contended  for  a 
moment  in  this  report  that  the  heavy  volume  of  future  trading  ex- 
plains this  great  advance  in  price.  It  may  be  pointed  out,  however, 
that,  other  conditions  being  the  same,  an  increase  of  about  700,000 
bales  above  the  previous  year's  record  crop  of  5,000,000  bales  must 
have  tended  to  produce  a  depression  in  the  price.  If  the  theory  that  a 
heavy  volume  of  future  trading  depresses  prices  has  any  merit,  a  de- 
cided decline  instead  of  an  advance  of  over  a  cent  might,  therefore, 
have  been  expected  in  1880.  As  a  matter  of  fact,  any  depressing  in- 
fluences were  evidently  offset  by  other  conditions.  The  chief  of  these 
probably  was  the  marked  improvement  in  general  trade  which  fol- 
lowed the  resumption  of  specie  payments  in  1879.  In  1882  the  crop 
was  dealt  in  six  times  over  on  the  New  York  Cotton  Exchange,  yet  the 
price  advanced  from  11.34  cents  to  12.16  cents.  The  explanation  un- 
doubtedly is  to  be  found  chiefly  in  the  sharp  reduction  of  the  crop, 
which  fell  from  about  6,600,000  bales  for  the  season  of  1880-81  to 
5,456,000  bales  for  the  season  1881-82.  In  1893  the  ratio  of  future 
sales  was  highest  for  any  year  shown  in  the  table,  the  crop  being 
traded  in  nearly  eight  times  over.  This  great  activity  was  accom- 
panied by  an  advance  of  0.6  cent  in  the  average  price  of  middling. 
However,  the  crop  for  the  season  of  1892-93  was  short,  falling  2,335,000 
bales  under  that  of  the  preceding  season. 

Thus  it  will  be  seen  that  pronounced  activity  in  the  future  market 
has  frequently  been  accompanied  by  an  advance  in  the  price  of  spot 
cotton  instead  of  by  a  decline.  Similarly,  an  inactive  future  market 
has  frequently  been  accompanied  by  a  decline.  Thus  in  1883,  when 
the  volume  of  future  trading  as  compared  with  the  crop  was  compara- 
tively small,  the  price  fell  over  1 J  cents.  For  this  season,  however, 
the  crop  showed  an  increase  of  nearly  1,500,000  bales,  which  brought 
the  total  up  to  nearly  7,000,000  bales,  thus  exceeding  all  previous 
records.  Again,  in  the  season  of  1893-94,  when  the  volume  of  future 
sales  fell  off  sharply,  the  average  price  of  middling  showed  a  decline 
from  8.24  cents  to  7.67  cents.  For  this  season  there  was  an  increase 
of  nearly  800,000  bales  in  the  crop.  For  the  season  of  1896-97  there 
was  a  heavy  contraction  in  the  volume  of  future  trading,  and  again  a 
fall  in  the  price,  namely,  from  8.16  cents  to  7.72  cents.  The  principal 
reason  undoubtedly  was  the  increase  of  approximately  1,350,000  bales 
in  the  crop. 
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The  relationship  between  prices  and  volume  of  future  trading  may 
better  be  seen  from  the  following  summary: 


Years  In  which  vol- 
ume of  future  trad- 
ing Increased. 


1877. 
1878. 
1879. 
1880. 
1882. 
1886. 
1887. 


1890. 
1891. 
1892. 
1893. 
1895. 
1896. 


Price  move- 
ment. 


Declined 

do 

do i 

Advanced...  I 

do 

Declined i 

Advanced...' 

do I 

Declined 

do ' 

Advanced.... 

Declined j 

Advanced... 


Production. 


Decreased. 
Increased. 

Do. 

Do. 
Decreased. 
Increased. 
Practically 
unchanged. 
Increased. 

Do. 

Do. 
Decreased. 
Increased. 
Decreased. 


Years  in  which  vol- 
ume of  future  trad- 
ing decreased. 


1881. 
1883. 
1884. 

1885. 

1888. 
1889. 
1884. 
1897. 


Price  move- 
ment. 


Declined 

do 

P  r  actlcally 

unchanged. 

do 


do 

Advanced.. 
Declined... 
do 


Production. 


Increased. 

Do. 
Decreased. 

Practically 
unchanged. 
Increased. 
Decreased. 
Increased. 
Do. 


From  this  summary  it  appears  that  of  the  thirteen  years  for  which 
the  volume  of  trading  showed  increases  the  average  price  advanced 
in  six  and  declined  in  seven.  In  the  eight  years  when  the  volume  of 
future  trading  showed  a  reduction,  there  was  only  one  in  which  the 
price  of  middling  cotton  showed  an  appreciable  advance.  It  is  not 
intended  here  to  leave  the  impression  that  there  was  any  necessary 
connection  between  these  facts;  instead,  it  is  perfectly  safe  to  say 
that  the  changes  in  price  are  chiefly  attributable  to  the  changes  in 
production.  Thus,  out  of  the  eleven  years  in  which  there  was  a 
decline  in  the  price  of  middUng,  there  was  in  ten  years  an  increase  in 
production  and  in  only  one  year  a  decrease.  On  the  other  hand,  of 
the  seven  years  in  which  there  was  an  advance  in  the  price,  four 
showed  a  decrease  in  production,  only  two  an  increase,  and  in  one 
production  was  practically  unchanged.  Of  the  three  years  for 
which  the  price  was  practically  stationary,  one  showed  a  reduction 
in  the  crop,  and  one  an  increase,  while  in  the  third  year  the  crop  itself 
was  practically  unchanged.  It  will  be  seen,  therefore,  that  a  heavy 
volume  of  future  transactions  has  by  no  means  usually  been  accom- 
panied by  a  decUne  in  the  price  of  cotton.  Indeed,  the  table  shows 
that  an  increase  in  the  volume  of  future  trading  has  frequently  been 
accompanied  by  an  advance  in  the  price.  In  most  such  cases,  how- 
ever, there  was  a  reduction  in  the  crop. 

What  these  figures  really  seem  to  show  is  that  the  volume  of 
speculation  is  usually  greatest  in  times  of  higher  prices  and  that 
this  increased  volume  probably  is  a  result  of  advancing  prices  and 
not  necessarily  a  cause.     It  is  an  accepted  fact  that  the  great  mass 
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of  speculators  are  more  active  in  times  of  high  prices  than  in  times 
of  low  prices. 

Binding  character  of  short  sales. — The  prejudice  against 
short  selling  is  largely  due  to  the  failure  to  appreciate  certain  funda- 
mental facts.  The  first  of  these  is  that  every  short  sale  means  a 
purchase  at  the  time.  Without  such  purchase  there  could,  of 
course,  be  no  real  sale.  Consequently,  against  the  depressing  influ- 
ence of  the  short  sale  there  is  the  uplifting  influence  of  the  purchase, 
and  the  effect  of  the  transaction  on  prices  is  determined  by  the  rela- 
tive character  of  the  buying  and  the  selling  and  not  by  the  mere  fact 
that  a  sale  has  been  made.  In  the  second  place,  every  short  sale 
eventually  means  a  subsequent  purchase  by  the  original  seller,  either 
of  cotton  itself  or  of  another  contract,  to  offset  the  one  which  he  has 
sold.  A  future  contract  is  a  vaUd  contract  and  not  a  mere  wager. 
The  binding  nature  of  future  contracts  has  been  fully  set  forth  in 
Part  I  of  this  report.  It  is  imperative  that  this  be  constantly  kept  in 
mind.  The  seller  of  a  cotton  future,  under  proper  rules,  is  absolutely 
liable  for  the  delivery  of  cotton  or  its  equivalent.  This  liability  is 
not  extinguished  because  he  may,  instead  of  making  a  dehvery  of 
the  actual  product,  close  out  his  contract  by  the  purchase  of  another, 
since  this  merely  passes  the  responsibility  on  to  a  third  party.  In 
the  third  place,  this  popular  misconception  of  the  function  of  short 
selling  overlooks  the  extremely  important  fact  that  influential  specu- 
lators seldom  undertake  deliberately  to  contest  natural  conditions, 
at  least  for  any  length  of  time.  Instead,  they  frequently  spend  large 
sums  of  money  in  securing  all  possible  information  which  may  tend 
to  influence  prices;  Instead  of  fighting  natural  conditions  and 
endeavoring  to  depress  prices  to  the  injury  of  the  producer,  the  ordi- 
nary speculator  is  eager  to  ascertain  correctly  what  the  natural  con- 
ditions are  and  what  their  probable  influence  will  be,  and  then  to 
shape  his  campaign  in  the  market  in  accord  with  such  information. 
Furthermore,  there  is,  ordinarily,  considerable  divergence  of  opinion 
among  even  the  largest  speculative  operators. 

It  is  true  that  speculators  or  cliques  of  speculators  often  resort  to 
manipulative  tactics.  Such  manipulation  may  temporarily  cause 
advances  or  declines  greater  than  are  warranted  by  actual  conditions. 
The  history  of  future  trading,  however,  is  convincing  evidence  of  the 
inability  of  the  speculative  class  permanently  to  defy  natural  condi- 
tions. The  proverbial  dangers  of  attempting  to  comer  great  staple 
markets  very  well  illustrate  the  difficulties  of  purely  artificial  cam- 
paigns to  control  prices.  This  does  not  mean  that  manipulation  has 
not  at  times  been  practiced  to  an  extent  which  has  seriously  inter- 
fered with  legitimate  business. 

Possible  benefits  of  short  selling. — Instead  of  constantly 
depressing  prices,  short  selling  often  contributes  a  very  potent  factor 
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in  sustaining  prices.  This  is  due  to  the  fact,  just  emphasized,  that 
the  short  seller  eventually  must  complete  his  transaction  either  by  a 
purchase  of  the  commodity  for  delivery  or  by  the  purchase  of 
another  contract  calling  for  such  deUvery. 

It  should  be  conceded  by  even  the  most  prejudiced  opponents  of 
future  trading  that  abnormal  advances  in  prices,  which  are  not 
justified  by  natural  conditions  and  which  necessarily  must  be  followed 
by  decUnes,  are  undesirable,  and  that  any  system  which  would  pre- 
vent such  extreme  fluctuations  would,  by  tending  to  steady  prices, 
be  correspondingly  beneficial.  This  is  precisely  what  short  selling, 
under  a  properly  conducted  future  system,  tends  to  accomplish. 
Thus,  a  vast  number  of  operators  may  be  bujdng  a  commodity  for  a 
rise  at  times  when  natural  conditions  do  not  justify  an  advance. 
Just  here  the  selling  speculator  steps  in  and,  reljdng  on  his  ability  at 
a  subsequent  date  to  purchase  the  commodity  or  its  equivalent  at  a 
lower  price,  sells  short.  His  sales  obviously  tend  to  prevent  the 
unwarranted  advance  from  being  reaUzed.  On  the  other  hand, 
when,  as  a  result  of  other  conditions,  prices  have  fallen  sharply, 
the  fact  that  a  short  seller  must  cover  his  contracts  by  counter-pur- 
chases contributes  a  sustaining  influence  of  great  importance.  With- 
out a  short  interest,  a  wild  scramble  on  the  part  of  mistaken  buyers 
to  unload  their  purchases  would  have  the  more  demoralizing  effect 
in  proportion  as  prices  previously  had  been  unduly  advanced.  With 
a  large  short  interest  in  the  market,  on  the  other  hand,  a  buying 
power  develops  almost  immediately  after  a  decline  is  started  and 
opposes  a  force,  varying  in  intensity  with  the  quantity  of  short  con- 
tracts outstanding  and  the  extent  of  the  dechne,  to  the  downward 
rush  of  prices.  It  does  not  follow  that  short  selling  and  the  subse- 
quent covering  purchases  just  described  prevent  prices  from  eventu- 
ally reaching  a  level  warranted  by  conditions  of  supply  and  demand, 
but  that  the  existence  of  a  large  short  interest  ordinarily  tends  to 
reduce  the  violence  or  rapidity  of  price  fluctuations  is  undeniable. 

In  this  connection  the  following  statement  is  to  the  point:" 

Perhaps  the  most  potent  influence  in  preventing  wide  fluctua- 
tions is  the  much-maligned  short  seller.  It  is  Tie  who  keeps 
prices  down  by  his  short  sales,  and  then  keeps  them  strong  by 
nis  covering  purchases.  This  is  especially  true  in  the  case  of 
inflation  followed  by  panic.  If  it  were  not  for  strong  short 
selling  when  the  market  becomes  inflated,  prices  might  rise  to 
almost  any  extent  bef9re  the  final  crash.  Now  the  rise  tends  to 
be  checked  by  the  efforts  of  shrewd  operators  to  take  advantage  of 
the  inflation.  On  the  other  hand,  when  prices  begin  to  tumble, 
they  are  kept  from  going  as  low  as  they  otherwise  would  by  the 

Purchases  which  the  shorts  have  to  make  to  cover  their  contracts, 
hus  prices  at  both  ends  of  a  panic  are  less  extreme  than  they 

aH.  C.  Emery,  Speculation  on  the  Stock  and  Produce  Exchanges  of  the  United 
States,  page  121. 
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would  be  without  short  selling.  Under  organized  speculation 
both  the  sanguine  and  the  skeptical  elements  are  duly  repre- 
sented. Every  decided  rise  or  fall  in  values  is  fought  by  one 
Earty  or  the  other.  Compare  the  situation  during  a  real-estate 
oom.  Here  only  the  sanguine  affect  the  price  on  the  rise,  and 
only  the  gloomy  on  the  faU.  At  one  end  prices  are  more  reck- 
lessly inflated,  and  at  the  other  more  needlessly  depressed,  than 
would  be  possible  in  an  organized  speculative  market. 

The  above  statement  undoubtedly  expresses  the  view  of  short 
selling  generally  accepted  among  students  of  the  future  system.  As 
shown  in  Chapter  IX,  however,  this  view,  at  least  as  stated  in  the 
general  terms  above  given,  must  be  modified. 

Section  4.  Alleged  tendency  of  futnre  system  to  advance  the  price  of 
cotton. 

Complaints  of  spinners  on  this  score. — While  producers  of  cot- 
ton as  a  rule  are  firmly  of  the  opinion  that  the  effect  of  speculation 
has  been  to  depress  the  price,  many  spinners  are  equally  positive  that 
the  effect  has  been  just  the  contrary.  A  great  many  spinners,  it  is 
true,  do  not  take  this  view,  but  it  is  not  uncommon  to  hear  spinners 
denounce  the  future  market  as  a  distinct  injury  to  their  business  on 
the  ground  that  it  has  tended  to  advance  the  cost  of  their  raw  material. 

The  following  statement,  in  substance,  by  the  head  of  a  leading 
manufacturing  concern  in  New  England,  may  be  cited  in  this  con- 
nection: 

The  future  system  is  an  unmixed  evil;  neither  grower  nor 
manufacturer  is  benefited;  but  every  branch  of  the  cotton 
industry  is  injured  by  the  existence  or  such  institutions  as  the 
New  York  Cotton  Exchange.     The  reasons  for  this  are: 

1.  The  losses  sustained  oy  the  community  at  large  far  out- 
weigh the  gains  that  can  possibly  come  to  so-called  'legitimate 
traders. '^ 

2.  Futures  cause  manufacturers  to  pay  more  for  their  cotton 
than  they  would  otherwise  pay,  and  the  producer  does  not 
receive  the  benefit.  The  benefits  go  to  the  middleman  or  the 
speculator. 

3.  Futures  disturb  business.  The}'-  affect  the  price  of  spot 
cotton;  this  effect  is  oftener  to  advance  than  to  depress  the 
price.  Elements  that  influence  the  future  market*  would  not,  in 
the  absence  of  the  future  market,  have  any  influence  whatever 
upon  the  spots.  Rumors  as  to  possible  damage  to  the  crops, 
exaggerated  weather  conditions,  and  other  elements  tend  to 
disturb  futures.  The  influence  is  felt  in  the  future  market 
instantly,  and  the  spot  markets  respond  in  sympathy.  It 
often  turns  out  that  the  rumors  and  exaggerated  statements 
have  no  foundation  in  fact  and  that  there  was  no  occasion  for 
alarm;  but  the  mischief  has  been  done;  the  markets  have  been 
affected.  Without  this  sensitive  future  market  the  spot  markets 
would  follow  a  more  conservative  course. 
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It  is  probable  that  spinners  who  hold  this  view  are  influenced 
largely  by  occasional  squeezes  in  the  cotton  market,  as  a  result  of 
which  the  price  of  their  raw  material  has  temporarily  been  advanced. 

A  more  general  complaint  of  spinners  is  the  one  embraced  in  the 
above  excerpt — that  the  future  system,  instead  of  causing  a  general 
advance  in  the  price  of  cotton,  results  in  violent  disturbance  of  the 
price,  to  their  great  disadvantage.  As  shown  later,  these  complaints 
have  some  foundation."  Violent  fluctuations  in  the  future  price, 
when  there  is  no  corresponding  movement  in  the  spot  price,  are 
especially  objectionable  to  spinners  and  to  cotton  merchants  as 
well.  Such  disturbances  of  the  future  price  largely  destroy  the  value 
of  the  market  for  hedging  purposes,  the  hedging  fimction  being 
dependent  upon  the  maintenance  of  a  fairly  constant  parity  between 
the  two  prices.  Were  it  not  for  this  fact,  complaints  against  pro- 
nounced fluctuations  in  cotton  prices  would  have  less  force.  In 
view  of  the  fact,  however,  that  the  future  market,  and  particularly 
the  New  York  market,  has  often  failed  to  provide  anything  approach- 
ing a  proper  hedge,  these  complaints  of  violent  price  disturbances 
demand  serious  consideration. 

Argument  that  the  producer  obtains  a  better  price  as  a 
RESULT  OF  speculation. — ^While  spinners  are  sometimes  disposed  to 
condemn  the  future  system  on  the  groimd  that  it  increases  the  cost 
of  their  cotton,  some  advocates  of  future  trading  have  sought  to 
defend  speculation  on  the  ground  that  it  has  tended  to  advance  the 
price  to  the  grower.  Some  supporters  of  this  argument  practically 
contend  that  there  has  been  no  corresponding  advance  in  the  final 
cost  to  the  spinner;  others  concede  that  the  spinner  has  probably 
been  obUged  to  pay  a  higher  price,  but  admit  that  they  consider  the 
situation  solely  from  the  standpoint  of  the  producer.  The  latter 
position  obviously  is  an  indefensible  one.  The  interests  of  spinners, 
and,  what  is  more  important,  of  millions  of  consumers,  are  as  prop- 
erly entitled  to  consideration  as  those  of  the  producer,  and  if  it  could 
be  shown  that  the  tendency  of  the  future  system  had  been  to  increase 
the  cost  of  cotton  goods  to  the  final  consumer,  it  would  not  necessarily 
be  an  answer  to  say  that  it  had  benefited  the  producer. 

Those  who  argue  that  the  future  system  tends  to  advance  the  price 
of  cotton  for  the  grower  attach  much  weight  to  the  fact  that  the 
system,  on  account  of  the  protection  afforded  by  hedging,  makes  it 
possible  for  men  of  limited  means  to  become  cotton  merchants,  and 
thus  to  increase  competition  for  the  purchase  of  the  product.  It  is 
imquestionably  true  that  the  future  system,  in  the  main,  because  of 
the  hedging  function — imperfectly  as  it  has  operated  at  times — has 
made  it  possible  for  a  great  many  men  of  limited  resources  to  enter 

a  See  Chapter  IX. 


280        COTTOK  EXCHANGES — ^EFFECT  OF  FUTURE  CONTRACTS. 

the  cotton  business.  Where  years  ago  the  business  of  the  cotton 
merchant  was  attended  by  tremendous  risks,  making  it  abnost  essen- 
tial that  he  should  possess  ample  capital,  at  the  present  time  a  large 
number  of  cotton  buyers  of  moderate  resources  are  scattered  through- 
out the  cotton  belt.  It  is  a  common  occurrence  to  find  several  of 
these  buyers  at  a  small  country  town  bidding  for  cotton  as  it  is 
brought  in  from  farm  or  plantation  in  wagonloads  of  a  few  bales  each. 
While  competition  in  the  cotton  business  probably  would  have  in- 
creased without  the  future  system,  there  can  be  no  question  that  the 
opportunity  for  reducing  speculative  risks  afforded  by  the  hedging 
function,  when  properly  safeguarded,  has  greatly  stimulated  such 
competition. 

As  an  illustration  of  the  contrast  between  present  conditions  in 
the  cotton  trade  and  those  existing  years  ago  before  the  introduction 
of  future  trading,  the  following  excerpt  from  an  address  by  Charles 
Stewart  before  the  Economic  Section  of  The  British  Association,  at 
Liverpool,  in  September,  1896,  may  be  cited: 

It  is  necessary  again  to  revert  to  the  time  when  no  future  mar- 
ket existed,  bearing  in  mind  too  that  crops  then  were  only  one- 
third  to  one-half  the  size  of  what  they  are  to-day.  In  this  out- 
of-date  period,  then,  the  importing  of  American  cotton  was  in 
comparatively  few  hands.  The  fiirns  who  did  the  merchanting 
were  generally  very  wealthy,  and  their  capital  made  them 
monopolists.* 

A  member  of  the  New  Orleans  Cotton  Exchange  said  in  this  con- 
nection, in  substance: 

Another  advantage  growing  out  of  the  future  system  has  been 
the  opening  of  opportunity  to  men  of  small  means.  There  is 
scarcely  a  town  in  the  cotton-growing  section  of  the  United 
States  where  cotton  is  received  where  there  are  not  one  or  more 
men  ready  to  make  offers  for  the  cotton  as  it  comes  on  the  mar- 
ket. Under  the  f .  o.  b.  system  ^  a  man  with  practically  no  capi- 
tal is  enabled  to  offer  cotton  to  a  center  like  New  Orleans,  and 
thus  provide  for  the  seller  the  benefit  of  this  great  market.  In 
the  establishment  of  the  system  of  future  trading  the  chief  op- 
position came  from  the  cotton  factor.  The  factor  is  the  farm- 
er's conmiission  merchant,  and  his  profit  in  the  busine^ss  depends 
solely  upon  his  commission.  If  the  volume  of  business  passing 
through  his  hands  is  large,  his  business  is  profitable.  A  factor's 
commission  on  a  bale  or  cotton  would  amount  to  about  $1.50. 
Practically  all  the  cotton  formerly  passed  through  his  hands  be- 
cause the  spinner  had  to  make  his  purchases  or  contracts  for 
purchases  in  the  market  where  large  stocks  were  available. 
The  future  system,  as  just  stated,  opened  the  way  for  the  en- 
trance of  scores  and  hundreds  of  small  buyers  in  every  town 
in  the  South.  These  small  buyers  were  satisfied  with  a  profit 
of  from  25  cents  to  50  cents  per  bale.     The  factor  realized  that 

a  See  also  page  163.  t>  See  Fart  I,  pa^es  105  and  106. 
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« 

if  the  farmer  could  sell  his  cotton  at  a  cost  of  50  cents  per  bale 
he  would  hesitate  to  place  it  in  the  hands  of  a  factor  who  would 
charge  him  a  dollar  more;  and  this  was  the  reason  that  factors 
opposed  the  future  system. 

It  is  true  that  some  opponents  of  future  trading  dispute  this,  how- 
ever, and  contend  that  the  hedging  system  is  distinctly  detrimental 
to  the  interests  of  the  cotton  producer.  They  base  their  argument 
on  the  assumption  that  the  future  system  tends  to  divert  a  demand 
for  cotton,  either  investment  or  speculative,  from  the  staple  itself 
into  the  contract  market.  This  argument  does  not  seem  to  be  well 
founded.  It  overlooks  the  fact  that  if  the  future  system  is  properly 
conducted  a  demand  for  contracts  for  cotton,  as  registered  by  a  buy- 
ing movement  in  the  future  market,  should  promptly  be  reflected  in 
the  spot-cotton  market  either  by  an  increased  demand  for  cotton 
itself  or  by  a  greater  unwillingness  on  the  part  of  holders  to  sell  at 
prices  previously  prevailing. 

Section  6.  Alleged  tendency  of  fntnre  system  to  prevent  monopoly  of 
cotton  business. 

In  connection  with  this  argument  that  the  future  system  has  stimu- 
lated competition  in  the  buying  of  cotton,  it  is  asserted  by  many  that 
the  system  acts  as  a  substantial  guaranty  against  the  establishment 
of  such  monopolistic  combinations  or  trusts  as  have  been  organized 
in  various  other  branches  of  trade.  In  this  connection  a  southern 
merchant  said: 

While  the  cotton  business  or  any  other  of  our  commodities 
might  be  handled  without  the  use  of  future  contracts,  I  think  it 
would  be  a  very  dangerous  experiment.  If  you  will  just  look 
about  you,  you  will  see  that  most  of  our  commodities  which  are 
not  traded  in  on  the  open  market  are  in  the  hands  of  the  so-called 
trusts.  You  take  steel  and  copper  and  all  of  jour  commodities, 
sugar,  and  so  forth;  and  if  you  will  just  look  into  it  you  will  see 
that  your  grain  and  your  cotton  are  practically  the  only  ones  of 
our  commodities  that  are  not  in  the  hands  of  the  trusts,  and  they 
are  the  ones  that  are  traded  in  on  the  open  market.  I  think  that 
the  ability  of  everybody  to  trade  in  these  commodities  in  the 
open  market  prevents  the  monopolization  of  them;  and,  w^hile 
manipulation  will  go  on  and  large  capital  will  go  into  these 
future  markets  and  manipulate  the  market  temporarily  in  a  way 
it  should  not  go — ^go  too  nigh  or  too  low;  they  will  force  it  down 
when  conditions  should  be  upward — it  will,  on  account  of  the 
ability  of  the  public  to  trade  in  them,  be  ultimately  governed  by 
supply  and  demand.     That  is  my  opinion. 

An  exporter  in  New  Orleans  said: 

There  would  be  less  competition  if  you  destroy  the  future 
business.  The  small  people  would  be  forced  out  of  business; 
they  could  not  afford  to  take  the  risks,  and  in  my  opinion  the 
busmess  would  be  controlled  by  a  few  large  firms. 
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The  following  excerpt  from  an  address  by  W.  B.  Thompson,  presi- 
dent of  the  New  Orleans  Cotton  Exchange,  before  the  joint  agricul- 
tural committee  of  the  house  in  the  legislature  of  Louisiana  in  Maji 
1908,  may  be  cited  in  this  connection: 

It  [abolition  of  future  trading]  would  make  possible  and  prob- 
able the  trust  control  of  the  cotton  crop.  An  open  market  into 
which  the  public  may  come  and  buy  in  competition  with  the 
special  interests  renders  trust  control  impossiole.  There  is  no 
future  market  for  steel,  and  there  is  a  steel  trust.  There  is  no 
future  market  for  sugar,  and  there  is  a  sugar  trust.  There  is  no 
future  market  for  meat,  and  there  is  a  meat  trust.*  There  is  a 
future  market  for  com  and  wheat,  but  there  is  no  com  or  wheat 
trust.  There  is  a  future  market  for  cotton,  but  there  is  no  cotton 
trust.  There  is  no  trust  control  of  any  commodity  that  in  open 
market  may  be  bought  and  sold  on  contract  for  future  delivery. 
The  reason  is  plain.  The  great  public  is  not  eauipped  to  buy 
and  store  the  commodity  itself,  but  it  can  buy  trie  contract  for 
the  commodity  which  contract  may,  if  necessary,  be  enforced. 
When  it  appears  to  the  public  that  the  price  of  a  commodity 
has  been  pressed  too  low,  it  comes  into  the  market  and  buj-^s  the 
contract  lor  delivery.  This  competition  forces  the  special  inter- 
ests which  must  have  the  actual  commodity  also  to  buy  either 
the  commodity  or  the  contract  therefor.  The  market  is  thus 
sustained  and  advanced,  and  the  producer  is  supplied  with  a 
market  in  which  he  may  sell  his  present  holdings  or  contract  to 
sell  his  future  crop.  If  it  was  not  for  the  facility  of  the  future 
market,  this  competition  would  not  be  possible,  and  if  it  was  not 
for  this  competition  the  special  interests  could  fix  prices  to  suit 
themselves. 

This  argument  that  organized  future  trading  tends  to  prevent 
monopoly,  while  interesting,  is  not  presented  here  as  proved.  Before 
expressing  an  opinion  on  so  important  a  matter,  exhaustive  investi- 
gation would  be  necessary.  It  is  worth  repeating,  however,  that  the 
future  system  undoubtedly  tends  to  increase  the  number  of  merchants 
engaged  in  the  cotton  business  in  the  purchase  either  of  actual  cotton 
or  of  future  contracts.  To  this  extent,  at  least,  the  ailment  that 
the  system  should  tend  to  prevent  the  establishment  of  monopoly 
has  considerable  force.  The  opportunity  for  action  by  merchants 
in  concert,  either  by  agreements  to  keep  prices  do^^Ti  or  by  agree- 
ments not  to  buy  in  one  another's  territory,  or,  on  the  other  hand,  to 
demand  excessive  prices  in  sales  to  spinners,  is  of  course  very  much 
greater  where  there  are  only  a  few  concerns  than  where  there  are  a 
great  number.  In  so  far,  therefore,  as  the  future  system  has  tended 
to  increase  the  number  of  merchant  buyers,  it  has,  because  of  the  con- 
sequent competition,  tended  to  prevent  combinations  and  possible 
monopoly. 

This  advantage,  however,  may  be  more  than  offset  in  case  the  sys- 
tem is  not  properly  conducted.    When  the  system  is  so  perverted  as  to 

a  In  certain  kinds  of  meat  and  packing  house  products  there  is  a  future  market. 
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give  a  few  clever  operators  an  immense  advantage,  as  fixed  differences 
certainly  do,  it  is  conceivable  that  instead  of  preventing  combination 
and  monopoly  it  would  tend  to  facilitate  them.  In  the  case  of  this 
possible  benefit  of  the  future  system,  as  in  the  case  of  many  others,  it 
is  imperative  that  the  system  be  conducted  upon  a  commercial  and 
an  equitable  basis. 

Advantage  to  producer  op  several  future  markets. — In  con- 
nection with  this  claim  that  future  trading  has  increased  compe- 
tition in  the  cotton  business,  the  argument  is  advanced  that  it  is 
extremely  desirable  that  there  be  several  exchanges  conducting 
future  trading,  and  that  if  the  future  system  were  confined  to  only, 
one  exchange  such  an  institution  would  be  able  to  exert  an  undue 
influence  over  prices. 

A  merchant  of  Galveston  said,  in  substance,  on  this  point: 

If  there  were  no  future  markets  in  America,  Europe  would 
absolutelv  dictate  the  price  of  American  cotton.  As  it  is  to-day, 
Liverpool  is  perhaps  the  greatest  cotton  market  of  the  world 
and  is  a  powerful  factor  in  determining  prices.  *  *  *  Liver- 
pool is  a  spinners'  market,  and  is  dominated  by  spinners.  It  is  to 
the  interest  of  spinners  everywhere  to  purchase  their  cotton  at  the 
lowest  possible  price,  and  with  no  coimteracting  influence  it  is  so 
clear  as  to  need  no  argument  that  European  spinning  interests 
would  see  to  it  that  they  obtained  their  suppUes  at  practically 
their  own  prices.  The  argument  that  Liverpool  would  be  used  as 
a  hedging  market  by  American  merchants  and  that  the  holders  of 
cotton  could  dominate  the  Liverpool  market  is  ridiculous.  With 
American  future  markets  closed,  cotton  would  be  taken  from  the 

Eroducer  by  the  American  merchant  on  Uverpool  opening.* 
riverpool  being  a  spinner's  market,  the  brokers  there  could  and 
would  always  manage  to  open  the  market  low.  They  would 
know  from  their  American  correspondents  iust  how  mucii  cotton 
would  be  offered  on  any  day  and  they  would  fix  the  future  market 
of  Liverpool  as  would  best  suit  the  interests  of  European  spinners. 
An  abandonment  of  future  trading  in  American  markets  would 
make  Liverpool,  which  is  thousands  of  miles  away  from  the  cot- 
ton fields,  practically  the  only  cotton  market  of  the  world  and 
the  absolute  dictator  of  prices. 

A  merchant  at  Memphis  said : 

If  there  were  no  exchanges  in  America  in  which  contracts 
could  be  made  for  future  delivery  it  would  probably  eliminate 
the  merchants  with  small  capital.  The  cotton  business  would 
become  more  speculative,  and  conservative  men  and  men  with 
small  capital  would  be  disincUned  to  venture  in  a  business  prom- 
ising so  much  risk.  The  merchant  of  large  capital  and  the  man 
of  speculative  disposition  would  possibly  not  be  so  influenced. 
No  Jaw  of  the  United  States,  or  any  State,  can  stop  the  trading 
in  futures  on  the  liverpool  exchange.     The  man  of  large  means 

«That  is,  Liverpool  opening  quotations  would,  it  is  argued,  be  used  by  American 
merchants  as  a  basis  for  their  purchases  of  spot  cotton. 
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or  of  speculative  disposition  would  avail  himself  of  the  opportu- 
nity offered  by  the  Liverpool  exchange.  The  Liverpool  exchange 
would  profit  by  such  a  condition  of  affairs,  and  the  American  pro- 
ducer,  as  well  as  the  American  small  merchant,  would  suffer. 

While  some  of  the  above  statements  are  obviously  overdrawn,  the 
argument  that  the  prohibition  of  properly  conducted  future  trading 
in  the  United  States  might  work  to  the  disadvantage  of  cotton  pro- 
ducers seems  to  have  much  force. 

Section  6.  Tendency  of  the  hedging  function  to  increase  price  paid  the 
producer  without  increasing  the  price  to  the  spinner. 

A  further  claim  in  favor  of  the  future  system  is  that,  if  properly 
conducted,  it  may  somewhat  increase  the  price  of  cotton  realized  by 
the  producer  without  a  corresponding  increase  in  the  cost  to  the 
spinner.  This  claim  rests  upon  the  benefits  of  the  hedging  function. 
There  can  be  no  question  that  a  properly  conducted  hedging  syskm 
reduces  the  risk  of  the  cotton  merchant.  This  reduction  of  risk, 
when  secured,  enables  and  almost  necessarily  forces  the  merchant, 
as  a  result  of  competition,  to  do  business  on  a  narrower  margin  of 
profit  than  he  otherwise  could  afford  to  accept.  This  means  that  the 
merchant  in  any  given  case  pays  the  grower  more  for  his  cotton 
without  raising  the  price  to  the  spinner,  or  that  he  sells  to  the  spinner 
at  a  lower  price  without  reducing  the  price  paid  the  grower;  or  he 
may  at  the  same  time  pay  a  somewhat  higher  price  to  the  producer 
but  still  sell  at  a  lower  price  to  the  spinner  than  would  be  possible 
without  the  protection  of  his  hedge. 

Regardless  of  just  how  the  benefit  is  divided  as  between  producer 
and  spinner,  it  is  certain  that  the  hedging  function,  under  a  properly 
conducted  future  system,  tends,  within  narrow  limits,  to  increase 
the  price  of  cotton  to  the  producer  without  advancing  the  price  to 
the  spinner.  Granting  that  the  saving  to  either  party  is  small  on 
a  single  bale  of  cotton,  j'^et  in  view  of  the  magnitude  of  the  crop  it 
is  of  great  importance  in  the  aggregate. 

It  is  undoubtedly  true  that  there  has  been  such  an  actual  reduction 
in  the  charges  of  cotton  merchants — that  is,  in  the  margin  between 
their  buying  and  selling  prices — since  the  future  system  was  inaugu- 
rated, and  a  consequent  gain  to  producers  and  spinners.  This  reduc- 
tion is  largely  due,  of  course,  to  changed  conditions  of  communication 
and  transportation,  and  therefore  can  not  be  wholly  attributed  to  the 
hedging  function.  It  is,  moreover,  impossible  to  allot  any  specific 
portion  of  this  reduction  in  charges  of  the  middlemen  to  the  influence 
of  the  future  system.  That  there  has  been  some  reduction,  however, 
is  certain;  it  is  also  probable  that  it  has  been  due  in  part  to  the  future 
system. 
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An  exporter  in  the  New  Orleans  market,  in  speaking  of  the  reduc- 
tion in  the  charges  of  the  middleman  which  had  taken  place  since  the 
introduction  of  the  future  system,  said: 

The  future  system,  through  the  opportunities  which  it  offers 
for  hedging,  has  unquestionaoly  reduced  the  expenses  of  conduct- 
ing the  cotton  business.  We  do  our  business  on  a  basis  of  about 
25  cents  per  bale.  In  the  old  days  the  expenses  were  much 
larger.  Iliave  heard  my  father  say  he  used  to  make  a  commis- 
sion of  2i  per  cent  on  orders  from  mills.*  This  was  aside  from 
the  commission  of  the  seller,  who  got  a  similar  amount.  Now 
we  act  both  as  buyers  and  sellers,  ana  get  a  minimum  commissio9. 
If  legislation  should  close  the  exchanges  and  thus  prevent  us 
from  hedging,  I  would  demand  a  mucn  larger  margin  to  cover 
our  business  than  did  our  fathers.  To-day  we  give  our  country 
merchants  instructions  to  buy  cotton  based  on  price  of  futures. 
This  enables  us  to  figure  on  very  close  margins,  whereas  if  we 
could  not  do  this  we  would  demand  much  wider  margins. 

Such  a  reduction  in  middlemen's  charges  is  also  indicated  by  the 
following  telegram,  forwarded  to  Senator  White,  of  Louisiana,  by 
Henry  G.  Hester,  secretary  of  the  New  Orleans  Cotton  Exchange, 
under  date  of  July  22,  1892,  when  the  Hatch  antioption  bill  was 
before  the  United  States  Senate: 

While  no  regular  statement  can  be  made,  owing  to  irregularity 
of  charges,  you  can  safely  state  that  under  old  system,  including 
cost  of  advancing  commission  on  sales  of  cotton,  commissions 
on  purchases  of  supplies,  insurance  rebates,  etc.,  cost  on  a  bale 
of  cotton  averaged  rully  $5  per  bale.  To-day  millions  of  bales 
are  sold  direct  from  interior,  avoiding  many  extra  charges,  at 
25  and  50  cents  a  bale,  under  the  free-on-board  and  niture- 
delivery  systems,  which  have  built  many  flourishing  interior 
centers.  Many  of  the  old  items  of  charge  have  been  abolished; 
these  will  be  largely  restored  if  present  trade  methods  are  inter- 
fered with. 

In  any  comparison  between  the  present  charges  of  middlemen  for 
handling  the  crop  and  those  incurred  under  the  old  factorage  system, 
it  must  be  remembered  that  in  the  old  days  a  large  part  of  the  factor's 
business  was  the  advancing  of  money  or  supplies  to  the  cotton  pro- 
ducer. On  such  advances  he  obtained  interest  at  a  rate  which 
accounted  for  a  considerable  portion  of  the  total  charges.  Such 
interest  on  advances,  of  course,  is  not,  strictly  speaking,  a  marketing 
expense,  and  this  item  should  be  eliminated  in  comparing  the  charges 
of  the  factor  in  the  old  days  with  the  commissions  or  profit  of  the 
cotton  merchant  to-day^.  Leaving  out  this  item,  however,  the  fact 
remains  that  under  the  old  system  the  cotton  producer  frequently 
paid  the  factor  a  commission  of  2|  per  cent,  which,  with  cotton  at 
10  cents  a  pound,  meant  approximately  $1.25  per  bale,  while  a  corre- 

oThis,  with  cotton  at  10  cents  a  pound,  would  be  about  11.25  per  bale. 
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spending  commission  was  chained  by  the  buyer  in  dealing  with  the 
spinner,  which,  of  course,  indirectly  tended  to  reduce  the  price  paid 
the  grower.  As  compared  with  these  commissions  of  $2.50  a  bale  or 
thereabouts  imder  the  old  system,  a  great  deal  of  cotton  is  handled 
to-day  at  a  cost  of  not  over  50  cents  a  bale,  and  frequently  for  less 
than  that  figure.  There  has,  therefore,  xmquestionably  been  a  marked 
reduction  in  the  middleman's  charges  for  handling  the  crop. 

In  this  connection  the  following  excerpt  from  an  address  by  W.  B. 
Thompson,  president  of  the  New  Orleans  Cotton  Exchange,  before  the 
joint  agricultural  committee  of  the  house  in  the  legislature  of  Loui- 
siana in  May,  1908,  referred  to  on  page  282,  may  be  cited: 

The  price  to  the  producer  is  increased,  because  the  protection 
afforded  by  the  future  contract  enables  the  cotton  merchant  to 
bid  for  cotton  a  price  in  which  is  figured  only  his  profit  or  com- 
mission, and  he  is  relieved  of  the  necessity  of  bidding  a  lower  price 
in  order  that  he  may  be  protected  against  any  decline  in  the 
market  that  might  occur  between  the  time  he  bought  the  cotton 
and  the  time  he  was  able  to  dispose  of  it.  The  price  of  the  manu- 
factured product  is  decreased  to  the  consumer  tnereof  because,  by 
reason  or  the  protection  afforded  by  the  future  contract,  t\\e 
spinner  can  contract  to  sell  to  the  cloth  merchant,  who  supplies 
tne  wearer  of  the  goods,  at  a  price  covering  only  the  cost  of  manu- 
facture and  the  spinner's  profit,  without  the  necessity  of  adding 
thereto  a  sufficient  margin  of  protection  against  an  advance  in  the 
price  of  the  raw  material,  before  he  could  provide  himself  with 
the  same,  wherewith  to  fill  his  contract  with  the  cloth  merchant. 
Future  trading  used  as  an  adjunct  of  the  cotton  business  is  not 
speculative;  it  enables  the  trader  in  actual  cotton  to  avoid  specu- 
lation and  makes  his  business  stable  and  safe. 

It  should  be  repeated,  however,  that  this  tendency  toward  reduced 
expense  is  dependent  upon  the  proper  conduct  of  the  future  system. 
In  other  words,  this  reduction  of  merchant's  charges  is  based  on 
a  reduction  of  risks  to  the  merchant  because  of  the  hedging  func- 
tion. If  cotton  exchanges  do  not  provide  proper  hedging  facilities, 
this  reduction  in  risks  is  not  accomplished.  Consequently,  the  mer- 
chant can  not  afford  to  make  a  reduction  in  his  charges.  As  clearly 
shown  in  preceding  portions  of  this  report,  the  improper  methods  of 
conducting  future  trading  at  New  York,  and  particularly  the  fixed- 
difference  system,  instead  of  reducing  the  risks  of  cotton  merchants 
has  actually  increased  them.  In  such  cases,  as  shown  in  section  13  of 
Chapter  II,  the  cotton  merchant  is  forced,  in  self-protection,  in  so  far 
as  possible,  to  increase  his  charges  instead  of  reducing  them.  This 
means  that  under  such  an  improper  method  of  conducting  the  future 
system  the  producer,  instead  of  getting  a  higher  price  for  his  cotton, 
is  likely  to  receive  a  lower  price. 
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Section  7.  Alleged  tendency  of  fntnre  system  to  steady  prices. 

In  contrast  with  the  general  belief  of  producers  of  cotton  that  the 
future  system  tends  to  depress  the  price  of  their  product,  and  the  more 
or  less  general  belief  of  spinners  that  it  tends  to  advance  the  price, 
the  argument  is  more  frequently  put  forth  by  students  of  the  specu- 
lative system  that,  except  for  the  narrowing  of  the  middleman's 
charges,  it  has  no  permanent  tendency  in  either  direction,  but  instead 
that  organized  speculation  tends  to  establish  a  proper  market  price 
for  a  commodity  earlier  than  it  would  otherwise  be  established  and, 
what  is  more  important,  that  it  tends  to  bring  about  such  establish- 
ment of  prices  with  much  less  violent  fluctuations  than  otherwise 
would  occur.  In  other  words,  the  contention  is  that  the  effect  of 
speculation  is  to  bring  about  a  steadying  of  price  movements.  This 
is,  in  fact,  one  of  the  chief  arguments  advanced  in  favor  of  organized 
speculation.  This  widely  accepted  view  is  expressed  in  the  following 
statement: 

What  then  is  the  effect  of  speculation  on  prices?  Primarily', 
as  has  been  shown,  it  acts  to  concentrate  in  a  smgle  market  all  the 
factors  influencing  prices.  In  this  way  a  single  price  is  fixed  for 
the  whole  world.  JBy  means  of  arbitrage  transactions  former 
differences  of  price  in  different  markets  nave  been  leveled.  Of 
this  there  can  De  no  doubt.  The  same  should  be  true  in  regard 
to  differences  of  time  as  well  as  of  place.  Since  a  great  change  in 
either  the  demand  or  supply  of  any  commodity  is  less  unex- 
pected, it  has  far  less  influence  on  price,  when  it  finally  arrives, 
than  it  would  have  under  a  nonspeculative  system.  This  is  both 
because  an  excited  market  due  to  unexpected  events  always 
registers  extreme  prices,  and  also  because  the  anticipation  of 
changes  in  the  market  affects  the  immediate  price.  On  the  other 
hand,  every  slight  change  in  the  demand  or  supply  of  a  com- 
modity has  more  influence  than  ever  before.  The  more  perfect 
the  speculative  market  becomes  the  more  sensitive  it  is  to  every 
change  in  conditions.     An  '* active''  stock,  for  example,  changes 

S rices  many  times  in  an  hour.  The  resultant  of  these  two  ten- 
encies  of  tne  speculative  market  would  seem  to  be  a  state  of  less 
violent  but  more  frequent  fluctuations  of  price.  This  is  the  or- 
dinary statement  in  regard  to  the  matter.  The  contrast  be- 
tween the  two  systems  has  been  likened  to  the  difference  between 
the  countless  waves  of  the  sea  in  fair  weather  and  its  billows  in  a 
storm.  ** 

A  similar  statement  was  made  by  a  merchant  in  the  Savannah 
market,  as  follows: 

As  to  the  general  influence  of  the  operations  in  futures  during 
the  last  thirty-eight  years  on  the  scale  of  prices,  it  may  be  said 
that  the  influence  has  been  to  steadv  the  market  and  to  restrict 
fluctuations,  but  that  the  average  value  of  the  season's  crop 

«H.  C.  Emery,  Speculation  on  the  Stock  and  Produce  Exchanges  of  the  United 
States,  pages  120  and  121. 
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has  not  been  affected.  The  faciiitv  which  the  future  market 
offers  both  for  the  purpose  of  buying  and  of  selling  prevents 
either  congestion  in  times  of  very  low  prices  or  an  excessive 
demand  for  immediate  cotton  in  times  of  veiy  high  prices.  A 
comparison  of  the  yearly  range  in  prices  between  the  years  of 
1840  to  1860  with  the  yearly  range  of  prices  between  1876  to 
1906  will  show  that  fluctuations  have  been  much  greater  annually 
in  the  former  period  than  in  the  latter.^  The  period  between 
1861  and  1875  can  not  be  considered  as  offering  conclusive  evi- 
dence (as  prices  were  too  much  influenced  by  fluctuations  in 
the  price  of  gold)  for  showing  how  the  nominally  high  prices  or 
nominally  low  prices  in  currency  of  any.  one  year  indicated  the 
intrinsic  difference  in  value. 

A  member  of  the  New  Orleans  Cotton  Exchange,  in  contrasting 
conditions  in  the  cotton  market  before  and  since  the  introduction  of 
future  trading,  said,  in  substance: 

Before  future  trading  was  introduced,  fluctuations  in  cotton 
were  exceedingly  wide.  The  price  of  spot  cotton  sometimes 
varied  as  much  as  3  cents  in  twenty-four  hours.  If  future  trad- 
ing were  eliminated  the  wide  fluctuations  of  earlier  days  would 
return.  The  telegraph  would  not  prevent  it,  because  it  would 
be  absolutely  certain  that  all  except  very  strong  merchants 
would  disappear  from  the  cotton  traae.  The  numfer  of  buyers 
would  be  comparatively  few.  The  farmer,  and  perhaps  the 
spinner  too,  would  be  at  the  mercy  of  the  great  power  thus 
falling  into  the  hands  of  a  few  wealtny  cotton  merchants. 

A  merchant  in  Houston,  Tex.,  saidj  in  substance: 

In  the  old  days  before  there  were  any  future  markets,  fluctua- 
tions were  very  violent.  On  cotton  shipped  to  Liverpool  the 
price  would  vary  as  much  as  2  cents  a  pound  between  the  time 
of  shipment  from  the  American  port  and  the  delivery  in  Liver- 

Eool.  Under  the  future  system  these  violent  fluctuations  have 
een  loss  frequent.  Future  trading,  stripped  as  far  as  possible 
of  gambling  transactions,  would  be  of  great  benefit,  and,  per- 
haps, with  all  the  evils  that  have  grown  out  of  it,  there  has  been 
such  a  tendency  to  steady  prices  as  to  result  in  advantage  to  the 
trade  in  general. 

In  this  connection,  it  may  be  noted  that  the  committee  appointed 
by  Governor  Hughes,  of  New  York,  in  December,  1908,  to  investigate 
the  stock  and  produce  exchanges  of  New  York  City,  said  in  its  report: 

Speculation  consists  in  forecasting  changes  of  value  and  buying 
or  selling  in  order  to  take  advantage  of  tnem;  it  may  be  wholly 
legitimate,  pure  gambling.*  or  something  partaking  of  the  quali- 
ties of  both.  In  some  form  it  is  a  necessary  incident  of  pro- 
ductive operations.     When  carried  on  in  connection  with  either 

o  For  a  discussion  as  to  how  far  such  statements  are  borne  out,  see  Chapter  IX. 

^  As  pointed  out  in  Part  I  of  the  Bureau's  report  (p.  45),  there  is  a  sharp  distinction 
in  principle  between  speculation  and  gambling,  although  it  is  not  always  easy  to 
distinguish  the  one  from  the  other  in  actual  transactions. 


SPECUIATION  AND  COTTON  PBICES.  289 

commodities  or  securities  it  tends  to  steady  their  prices.  Where 
speculation  is  free,  fluctuations  in  prices,  otherwise  violent  and 
(usastrous;  ordinarily  become  gradual  and  comparatively  harm- 
less. 

The  greater  breadth  of  trading  which  has  accompanied  the  intro- 
duction of  the  future  system  itself  tends  to  create  increased  steadiness 
of  price  movements.  With  thousands  of  operators  on  both  sides  of 
the  market  each  advance  or  decUne  ordinarily  will  be  vigorously 
contested,  which  is  only  another  way  of  saying  that  it  should  be  com- 
paratively gradual.  Anyone  familiar  with  trading  on  the  New  York 
Stock  Exchange  can  hardly  have  failed  to  recognize  this  general  prin- 
ciple. It  is  a  common  thing  on  the  stock  exchange  for  inactive 
stocks — that  is,  stocks  which  are  traded  in  only  occasionally  or  in 
very  small  amounts,  and  which  consequently  have  a  very  limited 
market — to  rise  several  points  on  two  consecutive  transactions; 
whereas,  in  the  case  of  an  active  stock,  Uke  Union  Pacific  or  United 
States  Steel,  an  advance  of  more  than  a  fraction  of  a  point  on  con- 
secutive transactions  is  comparatively  infrequent.  This  is  partly 
due,  of  course,  to  the  great  quantity  of  such  stocks  on  the  market, 
but  to  a  large  extent  it  is  due  to  the  greater  breadth  of  trading 
resulting  from  the  presence  of  a  large  body  of  operators,  some  of 
whom  are  always  ready  to  buy  at  every  small  decline,  while  others 
are  always  ready  to  sell  at  every  slight  advance.  As  shown  else- 
where, this  rule  is  not  without  many  exceptions.^ 

Tendency  of  future  system  to  steady  prices  as  a  result  of 
DISSEMINATION  OF  INFORMATION. — One  rcasou  why  organized  specu- 
lation should  promote  stability  of  prices  is  that  it  stimulates  the 
gathering  of  all  sorts  of  information  which  can  possibly  bear  upon 
the  price  of  the  commodity  or  security  dealt  in.  It  is  apparent  that, 
as  information  is  thus  gathered  and  disseminated,  the  opportunity 
for  violent  price  movements  should  be  restricted.  Take  as  an  illus- 
tration the  stock  of  a  corporation  which  is  closely  held.  A  very  few 
persons  might  know  either  that  the  dividend  on  such  a  stock  was  to 
be  greatly  increased  or  that  it  was  to  be  suspended;  and  they  could 
either  accumulate  or  dispose  of  considerable  quantities  of  the  stock, 
as  the  case  might  be,  without  greatly  affecting  the  price  at  the  time. 
The  moment  that  the  change  in  the  dividend  was  announced,  how- 
ever, there  would  be  a  violent  advance  or  decline.  If,  on  the  other 
hand,  the  stock  were  the  subject  of  active  speculation,  and  if  knowl- 
edge of  the  company's  condition  were  generally  available,  speculators 
interested  in  the  stock,  and  brokers  whose  clients  were  trading 
in  it,  would  seek  for  all  kinds  of  information  bearing  on  the  policy 
of  the  company,  in  so  far  as  it  might  affect  the  market  price.     Under 

«  See  Chapter  IX. 
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these  conditions  any  change  in  the  dividend  policy  would  ordinarily 
be  largely  anticipated  .<* 

It  is  well  known  that,  in  the  case  of  cotton  and  other  commodities 
in  which  speculation  is  oi^anized,  extraordinary  efforts  are  made  to 
secure  information.  Furthermore,  a  large  amount  of  the  information 
thus  gathered  is  given  to  the  public.  Some  operators  in  cotton  have 
their  own  private  statistical  bureaus.  Their  information  frequently 
is  kept  secret,  so  far  as  possible.  Other  operators,  however,  who 
desire  to  attract  a  public  following,  frequently  publish  the  result  of 
their  investigations;  and,  although  undoubtedly  in  some  instances 
misinformation  is  deliberately  given  out,  on  the  other  hand  many 
operators  or  brokerage  concerns  undoubtedly  do  publish  the  actual 
information  which  they  obtain.  Aside  from  the  collection  of  infor- 
mation by  large  operators,  there  are  now  several  market-reporting 
agencies  which  regularly  publish  the  results  of  their  investigations. 
For  years  several  leading  newspapers  have  made  a  feature  of  fre- 
quent crop  reports,  while  the  Federal  Government  has  made  a  regu- 
lar practice  of  reporting  periodically  crop  conditions  and  production 
statistics. 

With  these  various  facilities  for  obtaining  information  in  connec- 
tion with  the  future  system,  changes  may  be  more  readily  foreseen 
and  anticipated.  Such  anticipation  tends,  of  course,  to  bring  about 
a  readjustment  of  prices  from  the  time  the  changes  in  conditions  are 
first  foreseen.  The  natural  result  of  such  readjustment  should  be 
to  reduce  the  violence  of  price  fluctuations.  This  noi-mal  function 
of  speculation  is  well  expressed  in  the  following  statement: 

Events  are  anticipated  and  exert  their  influence  before  they 
arrive.  It  is  often  surprising  to  see  how  absolutely  without 
effect  is  the  final  occurrence  of  an  event  of  importance,  provided 
it  has  been  expected.  It  is  all  epitomized  in  the  familiar  saying 
that  **  Wall  street  discounts  everything.'''' 

A  cotton  merchant  characterized  future  markets  as  great  "  bureaus 
of  information.'' 

Of  course,  with  modern  methods  of  communication  and  transporta- 
tion a  vastly  greater  amount  of  information  concerning  crop  condi- 
tions would  be  available  even  without  the  future  system  than  was 
obtainable  prior  to  its  introduction.  At  the  same  time,  it  can  not 
be  doubted  that  that  system  itself  has  greatly  stimulated  the  collec- 
tion and  dissemination  of  market  news.  It  has  brought  in  many 
minds  and  furnished  a  powerful  motive. 

— —    — --     -  —  —  — 

a  The  increase  in  the  common  stock  dividend  of  the  United  States  Steel  Corporation 
in  July,  1909,  is  a  very  good  instance  of  this.  The  stock  advanced  very  sharply  weeks 
before  action  on  the  dividend  was  taken. 

bll.  C.  Emery,  Speculation  on  the  Stock  and  Produce  Exchani^es  of  the  United 
States,  page  117. 
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In  this  connection  the  following  statement  by  a  member  of  the 
New  Orleans  Cotton  Exchange  is  of  interest: 

It  [speculation]  increases  the  number  of  people  who  have  a 
keen  interest  in  ascertaining  the  facts  which  surround  an  article 
or  commodity  dealt  in.  It  causes  thousands  of  alert  minds  to 
work  on  this  proposition,  and  out  of  that  conflict  of  interests 
the  facts  are  drawn.     *    *     * 

Under  this  system  the  producer  is  very  much  better  informed 
about  the  merits  of  his  own  stuff  than  ever  before.  I  remember 
how  little  was  re.allv  known  about  the  crops,  or  about  the  trade,  or 
about  anvthing  else  that  affected  cotton.  I  have  seen  them 
miss  a  7,()00,000-bale  crop  by  2,000,000  bales. 

Q.  How  far  is  this  improvement  in  methods  of  information 
the  result  of  the  future  system,  or  how  far  is  it  the  result  of  such 
inventions  as  the  telephone  and  telegraph? 

A.  They  are  means  of  improving  it.  But  the  incentive  was 
there  to  spend  money  for  iniormation.  Before  the  davs  of  the 
*'wire' '  houses  no  such  incentive  to  spend  money  to  get  that  infor- 
mation existed. 

It  is  undoubtedly  a  fact  that  the  publication  of  government  esti- 
mates of  cotton-crop  condition  are  frequently  accompanied  by  very 
sharp  movements  in  the  future  market.  It  is  a  fair  question,  how- 
ever, whether  the  violence  of  such  movements  is  not  largely  arti- 
ficial, the  reports  being  used  as  a  pretext  for  clever  manipulation.  A 
more  important  consideration  is  whether  price  movements  would  not 
be  much  more  violent  still  if  no  such  reports  were  issued.  If  the 
Government  issued  a  condition  report  every  day,  the  effect  of  such 
reports  on  the  future  market  would  be  very  moderate.  During  an 
interval  of  a  month  (this  being  the  period  covered  by  the  government 
reports  of  condition)  changes  of  importance  may  occur  in  the  crop, 
and,  in  so  far  as  these  changes  have  not  been  ascertained  from  other 
sources,  the  publication  of  the  Government's  information  is  likely  to 
produce  a  decided  effect.  But  if  the  information  were  not  published 
at  all  and  not  obtained  by  the  cotton  trade  until  a  much  later  date, 
there  is  good  reason  to  suppose  that  price  fluctuations  would  be  even 
more  violent.  Of  course,  in  so  far  as  government  reports  or  other 
reports  of  a  similar  character  are  erroneous,  the  above  argument 
would  not  obtain. 

Tendency  of  speculation  to  equalize  prices  as  between  dif- 
ferent MARKETS. — It  should  be  apparent  that  organized  future 
trading  necessarily  tends  to  equalize  prices  as  between  different 
markets.  With  speculation  fully  organized  in  such  markets  as  New 
York  and  New  Orleans,  it  is  clear  that  there  should  be  no  wide  diver- 
gence in  prices  (allowing  for  transportation  costs,  etc.)  for  the  same 
grade  of  cotton  over  any  extended  period  of  time.  This  was,  in  fact, 
indicated  by  the  discussion  of  prices  at  various  southern  points, 
presented  in  Chapter  I.     It  is  true  that  prices  at  New  York,  New 
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Orleans,  and  other  markets  have  at  times  apparently  shown  marked 
discrepancies.  In  the  case  of  spot  cotton  such  divergence  in  prices 
has  usually  been  attributable  in  the  main  to  the  fact  that  different 
markets  have  quoted  prices  on  different  standards  of  grading,  or  to 
other  local  or  temporary  conditions.  More  pronoimced  divergence 
has  occurred  between  the  prices  of  basis  middling  future  contracts 
at  New  York  and  at  New  Orleans.  This  divergence,  which  is -a  very 
serious  matter,  is,  however,  due  to  the  fact  that  the  quoted  prices,  • 
while  ostensibly  representing  the  same  thing  in  both  exchanges, 
really  represent  widely  different  things.  Thus,  while  the  future  con- 
tract used  in  each  market  is  a  basis  middling  contract,  the  methods 
of  establishing  grade  differences  are  so  radically  different  that  the 
quotation  of  New  York  is  no  longer  always  comparable  with  that  at 
New  Orleans,  because  the  New  Orleans  contract  is  a  different  thing 
from  the  New  York  contract.  The  fixed-difference  system  employed 
by  the  New  York  Cotton  Exchange  frequently  tends  to  force  the  con- 
tract price  at  New  York  to  an  abnormal  discount  as  compared  with 
the  spot  price  of  middling,  whereas  the  commercial-difference  sys- 
tem at  New  Orleans  tends  to  keep  the  two  prices  on  a  much  more 
nearly  constant  parity.  Unusual  discrepancies  between  the  future 
prices  of  these  two  markets  have  been  largely  due  to  this  fact.  As 
just  stated,  these  discrepancies  are  very  serious;  and,  as  shown  clearly 
in  Part  I  of  this  report,  the  fixed-difference  system  of  the  New  York 
Cotton  Exchange  has  at  various  times  disorganized  legitimate  trad- 
ing in  cotton,  with  great  loss  to  a  vast  number  of  persons  using  the 
New  York  future  market. 

It  has  also  been  showTi  that  considerable  differences  have  occurred 
between  spot  prices  at  interior  points  and  prices  at  the  leading  cen- 
tral markets.  This  does  not  conflict  with  the  general  statement  here 
made,  since  considerable  time  is  needed  to  move  cotton  from  the 
interior  to  the  larger  markets,  and  cotton  merchants,  therefore,  can 
not  promptly  take  advantage  of  advances  in  the  latter  unless  the 
future  system  operates  properly.  When  the  cotton  merchant  is  forced 
to  protect  himself  against  probable  loss  because  of  an  abnormal  dis- 
count in  the  price  of  the  contract  bought  as  a  hedge  before  he  purchased 
the  cotton  needed  for  his  engagements,  he  seeks  to  establish  a  wider 
margin  between  his  buying  prices  in  the  interior  and  the  price  at  cen- 
tral markets.  This  largely  explains  the  disparity  between  the  two 
sets  of  prices,  and  it  also  explains  why  such  disparity  may  continue 
for  some  little  time. 


CHAPTER  IX. 

FLXTCTTIATIOlfS   IS  COTTOV   PRICES   BEFOBE  AVD   SUTCE 
nrTBODXTCTIOV  OF  FTTTTTBE  TBADDTO. 

Section  1.  Introdnction. 

The  discussion  ia  Chapter  VIII  considers  the  influence  of  specu- 
lation upon  prices- largely  from  an  abstract  standpoint;  that  is,  on 
the  ground  of  what  speculation  should  do,  rather  than  on  the  ground 
of  what  it  actually  has  done.  It  can  not  be  doubted  that  the  ten- 
dency of  the  speculative  system,  if  property  conducted,  is  to  reduce 
the  violence  of  price  fluctuations  and  also  to  bring  about  greater 
uniformity  of  prices  as  between  different  markets.  As  a  matter  of 
fact,  this  normal  result  of  the  speculative  system  has  not  always 
been  fully  realized.  Instead,  the  system  as  actually  employed  in  the 
cotton  trade  has  at  times  aggravated  the  very  condition  which  it 
should  correct,  namely,  extreme  violence  in  price  fluctuations. 

It  will  be  recalled  that  the  claim  has  been  made  that  the  future 
system  has  tended  to  reduce  the  violence  of  price  fluctuations,  not 
only  with  respect  to  fluctuations  from  week  to  week  or  month  to 
month,  but  from  season  to  season.  The  argument  is  that  oi^anized 
speculation,  in  connection  with  the  thorough  study  of  market  con- 
ditions which  it  stimulates,  tends  to  forecast  the  probable  effect  of 
future  conditions  of  supply  and  demand,  whereas  it  is  argued  that 
before  the  speculative  system  was  established  changes  in  conditions 
were  not  as  promptly  realized,  and  that  consequently  their  effect 
upon  prices  was  much  more  disturbing. 

Obviously,  owing  to  changes  in  conditions  of  supply  and  demand, 
a  considerable  fluctuation  in  cotton  prices  is  bound  to  occur  from 
year  to  year.  Consequently,  fluctuations  as  between  one  season  and 
another  do  not  afford  the  best  basis  for  comparison.  For  instance, 
in  the  present  season  (1909-10)  cotton  is  at  an  exceptionally  high 
price,  having  sold  in  the  New  Orleans  market  as  high  as  14.69  cents." 
This  is  largely  due  to  the  belief  that  the  crop  is  distinctly  short.  In 
the  past  season  cotton  in  New  Orleans  sold  below  9  cents.  A  study 
of  short-time  fluctuations  is  more  satisfactory. 

In  order  to  provide  a  basis  for  such  a  study  the  Bureau  obtained 
a  record  of  monthly  spot -price  movements  in  the  New  Orleans 
market  from  1828  to  date.  These  figures  were  carefully  compiled 
by  Henry  G.  Hester,  secretary  of  the  New  Orleans  Cotton  Exchange. 

a  This  waa  up  to  November  30. 
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They  are  presented  in  Table  38  (p.  307).  Owing  to  the  length 
of  the  period  covered  by  this  compilation  and  the  rather  inadequate 
methods  of  market  reporting  in  vogue  many  years  ago,  it  is  probable 
that  there  are  some  minor  errors  in  these  prices.  It  is  beUeved,  how- 
ever, that  this  price  record  is  the  most  reUable  available.  It  was 
found  impracticable  to  secure  such  complete  data  for  the  New  York 
market;  moreover,  there  is  an  advantage  in  using  New  Orleans  quo- 
tations, since  New  Orleans  is  a  great  central  spot  market  in  the  heart 
of  the  cotton  belt.  As  already  shown  in  this  discussion,  the  spot 
price  at  New  Orleans  usually  fluctuates  in  close  harmony  with  that  at 
New  York  and  other  lai^e  central  markets.  Therefore,  this  record 
of  spot  prices  at  New  Orleans,  broadly  speaking,  may  be  considered 
as  representative  of  the  cotton  market  as  a  whole.  Although  many 
years  ago,  before  telegraphic  communication  between  the  various 
lai^e  markets  was  established,  the  course  of  prices  in  different  locali- 
ties may  have  been  widely  divergent,  it  is  probable  that  in  the  long 
run  fluctuations  in  one  lai^e  market  were  substantially- as  violent  as 
those  in  another. 

Before  taking  up  the  discussion  of  fluctuations  in  detail,  it  should 
be  repeated  that  in  recent  years  many  influences  outside  of  the  future 
system  have  been  operating  to  bring  about  some  reduction  in  the 
violence  of  price  fluctuations,  notably  the  improved  means  of  com- 
munication and  transportation  and  the  broader  interest  in  market 
information.  Therefore,  even  though  a  study  of  price  movements 
might  show  a  pronounced  reduction  in  the  violence  of  fluctuations, 
it  would  by  no  means  follow  that  the  future  system  should  be  credited 
therewith.  On  the  other  hand,  certain  other  considerations  may  have 
legitimately  tended  to  increase  the  violence  of  fluctuations. 

WhUe,  therefore,  the  situation  is  an  extremely  complicated  one,  a 
study  of  price  fluctuations  is  of  value,  particularly  in  view  of  the 
repeated  and  emphatic  assertions  of  many  advocates  of  future  trad- 
ing that  the  future  system  actually  has  produced  a  very  decided 
reduction  in  such  fluctuations. 

Section  2.    Comparison  of  monthly  flnctnations  before  and  since  future 
trading  was  established. 

In  Table  34,  on  page  295,  there  is  given  a  comparison  of  the  extreme 
fluctuations  in  prices  of  middling  cotton  at  New  Orleans  within  each 
month  (except  for  a  few  months  when  no  record  was  available),  from 
September,  1827,  to  August,  1909.  Only  the  fluctuations — ^that  is, 
the  differences  between  the  highest  and  lowest  quotations  monthly — 
are  shown  in  this  table.  The  highest  and  lowest  prices  themselves 
are  given  in  Table  38. 
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Tabli  34.— extreme    FLUCTUATIONS   IN    PRICE    OF    MIDDLING    COTTON  AT   NEW 
ORLEANS,  MONTHLY,  SEPTEMBER,  1827,  TO  AUGUST,  1909. 

[Cents  per  pound.] 


Crop  year. 

Sept. 

Oct. 

Nov. 

Dec. 

Jan. 

Feb. 

Mar. 

Apr. 

May. 

June. 

July. 

Aug. 

1827-28 

a50 
.50 

(«) 
(«) 

.26 
.26 

(») 
.50 

(«) 

(«) 

(-) 
1.00 

.50 

1.00 

.26 

1.50 

1.76 

.26 

.50 

.26 

.63 

.50 

1.60 

.76 

L12 

.50 

.76 

.38 

.37 

.75 

1.25 

.50 

.75 

.26 

0.50 
(-) 
(«) 
(•) 

.50 
1.00 
1.00 
2.00 

.50 
2.00 

.50 
3.50 

.76 
1.25 

.50 
1.26 

.76 

.62 

.76 

.76 
3.00 

.50 
1.00 
1.13 
1.50 

.50 
1.76 

.62 
1.13 
1.26 
6.00 

.88 

.62 
1.37 

a60 

.76 

.50 

.76 

.76 

1.26 

3.50 

2.50 

.50 

2.00 

1.00 

1.25 

2.00 

.50 

.50 

.50 

.63 

.62 

.50 

.38 

1.12 

.37 

.50 

.38 

1.00 

.76 

1.00 

.62 

1.25 

.63 

2.26 

.63 

.50 

1.50 

1.00 

.76 

.50 

.76 

1.00 

.76 

1.50 

2.00 

1.50 

1.00 

1.00 

1.50 

1.26 

.26 

.76 

.76 

1.87 

.75 

.63 

1.25 

.38 

.50 

.50 

.87 

.76 

1.12 

.50 

.76 

.88 

.63 

2.75 

.60 

.87 

2.25 

a  76 

.50 

1.00 

.50 

.76 

.50 

.76 

1.50 

1.50 

1.50 

.50 

1.25 

1.26 

1.00 

.50 

.76 

.76 

.62 

.37 

1.88 

.38 

1.00 

1.38 

1.26 

.88 

1.00 

.87 

.76 

.76 

.62 

1.75 

.25 

.62 

1.26 

aso 

.76 

.60 

.26 

.50 

.26 

1.50 

1.50 

1.50 

1.00 

1.50 

2.00 

1.00 

.50 

.60 

.60 

.88 

.50 

.50 

2.26 

.38 

.50 

.62 

2.38 

.88 

.60 

.75 

.26 

.76 

.62 

1.50 

.50 

.50 

.62 

1.50 
.60 
.50 

1.00 
.50 
.76 

1.00 
.50 

1.00 

3.00 
.50 

1.00 

1.00 
.75 
.76 
.76 

1.13 

1.13 
.63 

1.25 
.76 
.50 
.88 

1.76 
.62 
.62 

1.00 
.87 
.50 
.76 
.75 

L12 
.75 

2.00 

1.26 

.76 

.50 

.76 

.25 

1.00 

1.00 

1.00 

2.00 

2.00 

.50 

1.50 

1.00 

.75 

.76 

.75 

1.25 

.50 

.26 

.50 

1.50 

.50 

1.00 

1.87 

.50 

1.00 

1.50 

1.25 

1.50 

.50 

.76 

.63 

.50 

1.00 

1.00 
.50 
.76 
.50 
.50 

1.25 

1.00 
1.50 

(«) 

.76 

1.26 

1.26 

.50 

.76 

.76 

.88 

.50 

.62 

.50 

1.00 

1.26 

.76 

1.38 

1.50 

.76 

1.00 

1.76 

.62 

.50 

.50 

1.26 

.50 

.50 

a50 

.26 

.76 

1.00 

1.76 

.75 

1.00 

1.00 

1.50 

(-) 
.76 

3.00 
.75 
.76 
.50 
.50 
.63 
.37 
.26 
.87 
.50 
.87 
.75 
.76 
.76 
.26 
.76 

1.50 
.87 
.50 
.76 
.76 

1.00 

1.25 

1.00 
.25 
.75 
.25 
.75 
.50 
.50 

2.50 
.50 

(«) 
.75 

1.00 
.50 
.§0 

1.26 
.50 
.63 
.12 
.63 

1.50 
.50 

2.00 

1.00 

1.25 
.60 
.75 

1.00 

1.00 
.50 
.75 
.50 
.50 
.50 

1.00 

0.50 

1828-29 

(») 

1829-30 

.25 

1830-31 

1831-32 

1.25 

1832-33 

.50 

1833-34 

1834-36 

1.00 

1835-36 

.50 

1836-37 

.00 

1837-38 

.50 

1838-39 

3.50 

1839-40 

1.00 

1840-41 

.25 

1841-42 

1.00 

1842-43 

.50 

1843-44 

.75 

1844-45 

.12 

1845-46 

.50 

1846-47 

.25 

1847-48 

.62 

1848-49 

1.00 

1H49-50 

.(52 

1860-61 

1.00 

1861-52 

.50 

1852-53 

.50 

185^-54 

.50 

1854-66 

.62 

1866-56 

.26 

1856-57 

50 

1857-68 

.25 

1858-50 

.26 

1859-60 

.75 

1860-61 

1  00 

1861-62a 

1862-630 

1863-64 

7.50 
29.00 
1.00 
4.00 
5.50 
&26 
6.50 
2.75 
1.75 
3.26 
2.00 
Z26 
1.60 

.50 
1.00 

.62 

&26 

5.00 

12.00 

6.00 

1.50 

2.75 

1.00 

2.00 

1.76 

.76 

2.87 

.62 

.75 

.76 

.63 

.87 

3.00 

16.00 

6.00 

4.50 

4.00 

1.00 

2.37 

1.12 

1.00 

1.00 

2.26 

.87 

.26 

1.00 

.38 

.62 

8.00 

10.00 

4.00 

3.00 

1.00 

1.50 

.68 

.88 

L26 

1.00 

1.13 

.37 

.13 

.76 

.38 

.87 

9.00 

29.00 

4.00 

1.50 

3.50 

3.50 

1.76 

.88 

2.50 

.62 

1.00 

.88 

.25 

.63 

.25 

.25 

4.00 

7.00 

4.00 

1.50 

6.00 

1.76 

1.75 

.75 

.50 

.50 

.50 

.87 

.13 

.50 

.13 

.38 

7.00 
15.00 

7.00 
.  2.00 

3.76 
.75 

1.25 
.87 
.76 

1.00 

1.13 
.37 

1.00 
.88 
.62 

1.00 

16.00 

6.00 

2.00 

&00 

6.00 

.50 

.76 

.37 

.63 

.76 

1.12 

.50 

.88 

.62 

.25 

1.13 

7.00 

4.00 

6.00 

4.00 

4.00 

.50 

1.00 

1.88 

.62 

.25 

.62 

.62 

.62 

.50 

.75 

1.75 

66.00 

10.00 

5.00 

1.50 

2.00 

3.50 

3.00 

4.37 

1.26 

.50 

.87 

.50 

.37 

.63 

.25 

.87 

23.00 

6.00 

2.00 

2.50 

2.50 

.50 

2.00 

.76 

2.25 

.12 

.25 

1.13 

.13 

.25 

.25 

.87 

18.00 

1864-65 

4.00 

1865-66 

1  00 

1866-67 

1  SO 

1867-68 

2.00 

1868-69 

00 

1869-70 

25 

1870-71 

1  00 

1871-72 

1872-73 

.25 

187^74 

.25 

1874-75 

.50 

1876-TB 

.88 

187fr-77 

1.00 

1877-78 

.38 

1878-79 

1.00 

a  No  record. 


294        COTTON  EXCHANGES — ^EFFECT  OF  FUTURE  CONTRACTS. 

They  are  presented  in  Table  38  (p.  307).  Owing  to  the  length 
of  the  period  covered  by  this  compilation  and  the  rather  inadequate 
methods  of  market  reporting  in  vogue  many  years  ago,  it  is  probable 
that  there  are  some  minor  errors  in  these  prices.  It  is  believed,  how- 
ever, that  this  price  record  is  the  most  reUable  available.  It  was 
found  impracticable  to  secure  such  complete  data  for  the  New  York 
market;  moreover,  there  is  an  advantage  in  using  New  Orleans  quo- 
tations, since  New  Orleans  is  a  great  central  spot  market  in  the  heart 
of  the  cotton  belt.  As  already  shown  in  this  discussion,  the  spot 
price  at  New  Orleans  usually  fluctuates  in  close  harmony  with  that  at 
New  York  and  other  lai^e  central  markets.  Therefore,  this  record 
of  spot  prices  at  New  Orleans,  broadly  speaking,  may  be  considered 
as  representative  of  the  cotton  market  as  a  whole.  Although  many 
years  ago,  before  telegraphic  conmiunication  between  the  various 
large  markets  was  estabUshed,  the  course  of  prices  in  different  locali- 
ties may  have  been  widely  divergent,  it  is  probable  that  in  the  long 
run  fluctuations  in  one  large  market  were  substantially- as  violent  as 
those  in  another. 

Before  taking  up  the  discussion  of  fluctuations  in  detail,  it  should 
be  repeated  that  in  recent  years  many  influences  outside  of  the  future 
system  have  been  operating  to  bring  about  some  reduction  in  the 
violence  of  price  fluctuations,  notably  the  improved  means  of  com- 
munication and  transportation  and  the  broader  interest  in  market 
information.  Therefore,  even  though  a  study  of  price  movements 
might  show  a  pronounced  reduction  in  the  violence  of  fluctuations, 
it  would  by  no  means  follow  that  the  future  system  should  be  credited 
therewith.  On  the  other  hand,  certain  other  considerations  may  have 
legitimately  tended  to  increase  the  violence  of  fluctuations. 

While,  therefore,  the  situation  is  an  extremely  complicated  one,  a 
study  of  price  fluctuations  is  of  value,  particularly  in  view  of  the 
repeated  and  emphatic  assertions  of  many  advocates  of  future  trad- 
ing that  the  future  system  actually  has  produced  a  very  decided 
reduction  in  such  fluctuations. 

Section  2.    Comparison  of  monthly  flnctnations  before  and  since  future 
trading  was  established. 

In  Table  34,  on  page  295,  there  is  given  a  comparison  of  the  extreme 
fluctuations  in  prices  of  middling  cotton  at  New  Orleans  within  each 
month  (except  for  a  few  months  when  no  record  was  available),  from 
September,  1827,  to  August,  1909.  Only  the  fluctuations — that  is, 
the  differences  between  the  highest  and  lowest  quotations  monthly — 
are  shown  in  this  table.  The  highest  and  lowest  prices  themselves 
are  given  in  Table  38. 
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Tabus  34.— EXTREME    FLUCTUATIONS   IN   PRICE    OF   MIDDLING   COTTON  AT   NEW 
ORLEANS,  MONTHLY,  SEPTEMBER,  1827,  TO  AUGUST,  1909. 

[Cents  per  pound.] 


Crop  year. 


1827-28.. 
1828-29.. 
1829-30.. 
1830-31.. 
1831-32.. 
1832-33.. 
1833-34.. 
1834-35.. 
1835-36.. 
1836-37.. 
1837-38.. 
1838-39.. 
1839-40.. 
1840-41.. 
1841-42.. 
1842-43.. 
1843-44.. 
1844-45.. 
1845-46.. 
1846^7.. 
1847-48.. 
1848-49.. 
lS49-fiO.. 
1850-51.. 
1851-52.. 
1852-53.. 
1853-54.. 
1854-55.. 
1855-56.. 
1856-57.. 
1857-58.. 
1858-50.. 
1859-60.. 
1860-61.. 
1861-62  a. 

1862-63  a. 
1863-64.. 
1864-65.. 
1865-66.. 
1886-67.. 
1867-68.. 
1868-69.. 
1869-70.. 
1870-71.. 
1871-72.. 
1872-73.. 
1873-74.. 
1874-76.. 
1876-76.. 
1876-77.. 
1877-78.. 
1878-79.. 


Sept. 


a50 
.50 

(•) 

<-) 
.25 
.25 

(«) 
.50 

(«) 

(«) 

(«) 
1.00 

.50 

1.00 

.25 

1.50 

1.75 

.25 

.50 

.25 

.63 

.50 

1.50 

.75 

1.12 

.50 

.75 

.38 

.37 

.75 

1.25 

.50 

.75 

.25 


Oct. 


a50 

(«) 

(•) 

(•) 

.50 
1.00 
1.00 
2.00 

.50 
2.00 

.50 
3.50 

.75 
1.25 

.50 
1.25 

.75 

.62 

.75 

.75 
3.00 

.50 
1.00 
1.13 
1.50 

.50 
1.75 

.62 
1.13 
1.25 
5.00 

.88 

.62 
1.37 


Nov. 


a50 

.75 

.50 

.75 

.75 

1.25 

3.50 

2.50 

.50 

2.00 

1.00 

1.25 

2.00 

.50 

.50 

.50 

.63 

.62 

.50 

.38 

1.12 

.37 

.50 

.38 

1.00 

.75 

1.00 

.62 

1.25 

.63 

2.25 

.63 

.50 

1.50 


Dec. 


1.00 

.75 

.50 

.75 

1.00 

.75 

1.50 

2.00 

1.50 

1.00 

1.00 

1.50 

1.25 

.25 

.75 

.75 

1.87 

.75 

.63 

1.25 

.38 

.50 

.50 

.87 

.75 

1.12 

.50 

.75 

.88 

.68 

2.75 

.50 

.37 

2.25 


Jan. 


a75 

.50 

1.00 

.50 

.75 

.50 

.75 

1.50 

1.50 

1.50 

.50 

1.25 

1.25 

1.00 

.50 

.75 

.75 

.62 

.37 

1.88 

.38 

1.00 

1.38 

1.25 

.88 

1.00 

.87 

.75 

.75 

.62 

1.75 

.25 

.62 

1.25 


Feb. 


0.50 

.75 

.50 

.25 

.50 

.25 

L50 

L50 

1.50 

1.00 

1.50 

2.00 

1.00 

.50 

.50 

.50 

.88 

.50 

.50 

2.25 

.38 

.50 

.62 

2.38 

.88 

.50 

.75 

.25 

.75 

.62 

1.50 

.50 

.50 

.62 


Mar. 


1.50 
.50 
.50 

1.00 
.50 
.75 

1.00 
.50 

1.00 

3.00 
.50 

1.00 

1.00 
.75 
.75 
.75 

1.13 

L13 
.63 

1.25 
.75 
.50 
.88 

1.75 
.62 
.62 

1.00 
.87 
.50 
.75 
.76 

L12 
.75 

2.00 


Apr. 


1.26 

.75 

.50 

.75 

.25 

1.00 

1.00 

1.00 

2.00 

2.00 

.50 

1.50 

1.00 

.75 

.75 

.75 

1.25 

.50 

.25 

.50 

1.50 

.50 

1.00 

1.87 

.50 

1.00 

1.50 

1.25 

1.50 

.50 

.75 

.63 

.50 

1.00 


May. 


June. 


1.00 
.50 
.75 
.50 
.50 

1.25 
.^ 

1.00 

1.50 

(•) 

.75 

1.25 

1.25 

.50 

.75 

.75 

.88 

.50 

.62 

.50 

1.00 

1.25 

.75 

1.38 

1.50 

.75 

1.00 

1.75 

.62 

.50 

.50 

1.25 

.50 

.50 


0.50 

.25 

.76 

LOO 

1.75 

.75 

1.00 

1.00 

1.50 

(•) 
.76 

3.00 
.75 
.75 
.50 
.50 
.63 
.37 
.25 
.87 
.50 
.87 
.75 
.75 
.75 
.25 
.75 

1.50 
.87 
.50 
.75 
.75 

1.00 

1.25 


July. 


1.00 
.25 
.75 
.25 
.75 
.50 
.50 

2.50 
.50 

(«) 
.75 

1.00 
.50 
.50 

1.26 
.50 
.63 
.12 
.63 

1.50 
.50 

2.00 

1.00 

1.25 
.50 
.75 

1.00 

1.00 
.50 
.75 
.50 
.50 
.50 

1.00 


Aug. 


0.50 

(•) 

(«) 
.25 

1.25 

.50 

1.00 
.50 
.00 
.50 

3.50 

1.00 
.25 

1.00 
.50 
.75 
.12 
.50 
.25 
.62 

1.00 
.02 

1.00 
.50 
.50 
.50 
.62 
.25 
.50 
.25 
.25 
.75 

1.00 


7.50 
20.00 
LOO 
4.00 
5.50 
5.25 
5.50 
2.75 
1.75 
3.25 
2.00 
2.25 
1.50 

.50 
1.00 

.62 


8.25 

5.00 

12.00 

&00 

1.50 

2.75 

1.00 

2.00 

1.75 

.75 

2.87 

.62 

.75 

.76 

.63 


3.00 

16.00 

6.00 

4.50 

4.00 

1.00 

2.37 

1.12 

1.00 

1.00 

2.25 

.37 

.25 

1.00 

.38 

.62 


3.00 

10.00 

4.00 

3.00 

1.00 

1.50 

.63 

.88 

1.25 

1.00 

L13 

.37 

.13 

.75 

.38 

.87 


9.00 

29.00 

4.00 

1.50 

3.50 

3.50 

1.75 

.88 

2.50 

.62 

1.00 

.88 

.25 

.63 

.25 

.25 


4.00 

7.00 

4.00 

1.50 

6.00 

1.75 

1.75 

.75 

.50 

.50 

.50 

.87 

.13 

.50 

.13 

.38 


7.00 
15.00 

7.00 
.  2.00 

3.75 
.75 

1.25 
.87 
.75 

1.00 

1.13 
.37 

1.00 
.88 
.62 

1.00 


16.00 

6.00 

2.00 

5.00 

6.00 

.50 

.76 

.37 

.63 

.75 

1.12 

.50 

.88 

.62 

.25 

1.13 


7.00 

4.00 

5.00 

4.00 

4.00 

.50 

1.00 

1.88 

.62 

.25 

.62 

.62 

.62 

.50 

.76 

1.75 


55.00 

10.00 

5.00 

1.50 

2.00 

3.50 

3.00 

4.37 

1.25 

.50 

.87 

.50 

.37 

.63 

.25 

.87 


23.00 

6.00 

2.00 

2.50 

2.50 

.50 

2.00 

.75 

2.25 

.12 

.25 

1.13 

.13 

.25 

.25 

.87 


l&OO 
4.00 
1.00 
1.50 
2.00 
.00 
.25 

(a) 

1. 00 
.25 
.25 
.50 
.88 

1.00 
.38 

1.00 


a  No  record. 
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Table  35.-FLUCTUATION8  IN  PRICE  OF  MIDDLING  COTTON  AT  NEW  ORLEANS, 
MONTHLY,  EXPRESSED  IN  PERCENTAGES  OF  MEAN  MONTHLY  PRICES,  SEPTEM- 
BER, 1827,  TO  AUGUST.  1909-Contiiiucd. 


Crop  year.        Sept 


Oct. 


1880-81 
1881-82 
1882-83 
1883-84 
1884-85 
1885^86 
1886-87 
1887-88 
1888-89 
1889-90 
1890-91 
1891-92 
1892-93 
1893-94 
1894-95 
1895-96 
1896-97 
1807-98 
1898-99 
1899-00 
1900-01 
1901-02 
1902-03 
1903-04 
1904-05 
1905-06 
1906-07 
1907-08 
1908-09 


P.ct. 

7.7 

3.4 

9.4 

6.8 

9.8 

4.0 

5.5 

8.6 

3.8 

6.0 

5.0 

6.1 

7.0 

1L4 

13.3 

14.6 

6.3 

15.2 

9.7 

12.2 

17.1 

8.3 

5.2 

23.8 

11.2 

4.3 

2.7 

16.4 

2.1 


P.  a. 
4.5 
4.5 

8.0 

4.8 

5.2 

4.1 

7.7 

4.3 

5.3 

6.4 

3.7 

6.4 

4.8 

6.3 

10.2 

10.1 

6.8 

10.8 

3.9 

2.8 

16.4 

11.0 

4.6 

11.6 

7.0 

9.2 

16.0 

12.0 

2.8 


Nov. 


P.et. 

11.0 
3.3 
5.0 
3.1 
6.4 
L8 
2.9 
7.2 
3.4 
1.3 
5.4 
6.6 

24.9 
4.1 

11.9 
6.8 
4.2 
4.6 
6.3 
7.8 
9.3 
2.6 
4.7 

12.4 
9.3 
7.9 

16.7 
6.8 
2.0 


Dec. 


P.et. 
3.2 
2.2 
3.1 
3.1 
4.3 
2.9 
4.9 
1.9 
1.3 
.6 
3.6 
6.9 
4.0 
5.9 
4.8 
6.5 
9.8 
2.4 
4.9 
4.2 
5.9 
8.8 
5.4 
16.9 
27.4 
6.4 
n.6 
6.5 
2.8 


Jan. 

P.ct. 
2.2 
2.2 
3.3 
2.4 
8.1 
2.2 
2.0 
L3 
2,6 

10.4 
4.1 
&4 
4.7 
5.8 
3.7 
2.4 
1.7 
3.6 

10.2 
6.7 
4.0 
2.4 
5.1 

20.3 
5.4 
4.9 
3.0 
7.4 
&1 


Feb. 


P.et. 
2.2 
3.3 
3.2 
1.8 
1.8 
5.9 
2.8 
.7 
2.6 
2.9 
3.5 
6.7 
4.9 
5.2 
3.7 
6.5 
7.2 
8.0 
4.3 
13.3 
2.7 
4.8 
10.7 
21.5 
10.2 
3.0 
1.8 
4.3 
2.0 


Mar. 


P.et. 
4.7 
4.8 
2.6 
6.4 
L2 
5.9 
9.7 
5.2 
LO 
2.9 
L4 
3.9 
8.0 
2.5 

15.0 
6.7 
3.6 
&6 
6.3 
4.8 

13.2 
4.5 
3.3 

10.7 
6.7 
6.0 
4.0 
8.0 
2.7 


Apr. 

May. 

P.et. 

P.et. 

3.6 

3.6 

.0 

1.1 

5.2 

2.5 

6.4 

2.2 

4.8 

3.0 

2.8 

2.1 

3.1 

2.4 

L8 

.0 

6.7 

LI 

6.1 

2.7 

4.5 

.8 

9.3 

2.7 

9.6 

6.1 

4.3 

3.6 

10.4 

12.3 

L6 

4.0 

8.6 

3.4 

4.4 

6.3 

2.1 

3.3 

4.0 

7.5 

8.8 

6.7 

13.0 

6.6 

4.4 

13.7 

9.8 

0.4 

4.2 

16.2 

2.7 

3.9 

8.0 

8.3 

6.8 

14.6 

8.8 

7.6 

June. 


P.et. 
2.4 
4.1 
3.2 
3.4 
4.9 
.0 
2.9 
3.9 
L2 
3.8 
4.6 
6.0 
7.5 
3.6 
6.4 
8.0 
8.3 
2.0 
4.4 

ia7 

8.5 

4.1 

15.3 

14.6 

17.4 

2.9 

3.9 

4.3 

6.5 


July,     Aug- 


p.a. 

10.0 
3.0 
2.6 
2.9 
2.6 
2.1 
9l4 
3.8 
1.1 
2L7 
2.4 
2.7 
4.1 
3.7 
3.8 
4.7 
2.3 
4.3 
3.1 
3,7 
3.7 
4.9 
7.6 
&8 
13.2 
4.6 
3.9 
0.2 
9.4 


P.et. 

10.7 

2.9 

L2 

11.2 
2-6 
2.S 
3.3 
5.1 
1-2 
3.3 
4.7 
3-5 

1L4 
2.9 

15^8 

16.1 
&5 
i6 
X2 
8.9 

IM 
3.8 
5.8 

10.4 
3.1 

14.5 
6.2 

12.8 
3.3 


The  future  system,  it  will  be  recalled,  was  established  at  New  York 
in  1870.  In  comparing  fluctuations  before  and  since  its  inauguration 
it  should  be  borne  in  mind  that  conditions  in  the  period  1860-1870 
were  so  abnormal  as^to  make  price  movements  unrepresentative. 
This  is  also  true  to  a  considerable  extent  of  the  early  seventies. 

From  even  a  hasty  study  of  these  tables  it  will  be  seen  that  violent 
fluctuations  in  prices  were  much  more  frequent  in  the  period  from 
1828  to  1860  than  they  have  been  since  1870.  Thus  in  the  earlier 
period  fluctuations  of  1 J  to  2  cents  or  more  within  a  given  month 
were  comparatively  frequent,  while  during  the  greater  part  of  the 
period  since  1870  fluctuations  of  as  much  as  2  cents  have  been  excep- 
tional. In  the  same  way  fluctuations  of  15  to  20  per  cent  or  more, 
as  shown  in  Table  35,  were  numerous  during  the  period  1828-1860, 
whereas  from  1871  to  1909  such  violent  fluctuations  were  very 
infrequent. 

This  comparison  is  brought  out  more  clearly  by  Table  36,  which 
shows  the  number  of  months  in  which  the  fluctuation  amounted  to 
as  much  as  2  cents  and  the  number  in  which  it  was  1  cent  or  more 
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but  less  than  2  cents;  also  the  number  of  months  in  which  the  per- 
centage fluctuation  was  20  per  cent  or  more  and  the  number  in 
which  it  was  10  per  cent  or  more  but  less  than  20  per  cent.  To 
facilitate  the  comparisons,  a  term  of  thirty-three  years  has  been 
taken  in  each  case.  Each  group  of  years,  it  may  be  noted,  contained 
periods  of  exceptionally  low  prices  as  well  as  of  unusually  high 
prices.  This  grouping,  moreover,  excludes  the  early  seventies,  when 
price  movements  were  influenced  by  many  abnormal  conditions. 
It  should  be  noted,  as  may  be  seen  from  Table  38,  that  there  were  a 
few  months  in  the  earlier  period  for  which  no  quotations  were 
secured.  This  probably  results  in  a  very  slight  understatement  of 
the  number  of  fluctuations  for  that  period. 

Table  3e.-COMPARI80N  OF  FREQUENCY  OF  MONTHLY  FLUCTUATIONS  OF  STATED 
AMOUNTS  IN  PRICE  OF  MIDDLING  COTTON  AT  NEW  ORLEANS,  CROP  YEARS 
182&-1860  AND  1877-1909. 


Fluctuations  of— 

Crop  year  ended 
Aug.  31— 

Fluctuations  of— 

Crop  year  ended 
Aug.  31— 

2  cents 
or  over. 

1  cent 

or  more, 

but  less 

than  2. 

20%or 
over. 

10%  or 

more, 

but  less 

than  20. 

2  cents 
or  over. 

Icent 
or  more, 
but  less 
than  2. 

20%  or 
over. 

10%  or 

more, 

but  less 

than  20. 

1828 

Months. 
.0 

0 
0 
0 
0 
0 
1 
4 
1 
4 
0 
4 
1 
0 
0 
0 
0 
0 
0 

1 
1 
1 

0 

1 

0 
0 
0 
0 
0 
0 
3 
0 
0 

Mfmlhs. 
5 
0 
1 
2 
3 
4 
6 
6 
6 
3 

3 
8 
7 
3 
'    2 
2 
4 
1 
0 
4 
3 
3 
5 
7 
4 
3 
6 
4 
3 
1 
3 
2 
1 

Months. 
0 

0 

0 

0 

0 

0 

1 

0 

0 

2 

0 

3 

1 

0 

0 

1 

2 

1 
0 

1 

2 

1 
0 
1 
1 
0 
0 
0 
0 
0 
3 
0 
0 

20 

Months. 
3 

0 

1 

2 

3 

3 

3 

5 

4 

3 

3 

6 

7 

8 

5 

6 

6 

5 

1 

4 

4 

4 

3 

6, 
6 

3  1 
6 

5: 

4 

1 
2 

i! 

0 

1877 

Months. 
0 
0 
0 
0 
0 
0 
0 
0 

Months. 
2 

1 
4 
3 
3 
0 
1 
1 

Months. 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
3 
1 

o; 

0 
0 
0 

Months. 
0 

1829 

1878 

0 

1830 

1879 

3 

1831 

1880 

2 

1832 

1881 

3 

1833 

1882 

0 

1834 

1883 

0 

1835 

1884 

1 

1836 

1885 

0             1 
0             0 
0             0 
0  '           0 
0               0 

0 

1837 

1886 

0 

1838 

1887 '. 

0 

1839 

1888 

0 

1840 

1889 

0 

1841 

1890 

0 
0 
0 
1 

2 
0 
0 
0 

1 

1842 

1891 

0 

1843 

1892 

0 

1844 

1893 

1 

1845 

1894 

o'        0 

0              1 
0               2 

1 

1846 

1895 

7 

1847 

1896 

3 

1848 

1897 

0 
0 

0 
1 

0 

1849 

1898 

2 

1850 

1899 

0              0 
0              2 
0  '            3 

1 

1851 

1900 

3 

1862 

1901 

4 

1853 

1902 

0 
0 
5 
1 
0 

1 
4 

6 

4 
1 

2 

1854 

1903 

3 

1855 

1904 

6 

1856 

1905 

5 

1857 

1906 

1 

1858 

1907 

0  '            4 

3 

1850 

1908 

1 
0 

4 

1 

4 

1860 

1909 

0 

Total,  33  years. 

Total,  33  years. 

22 

115 

118 

8 

52 

5 

56 
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From  this  table  it  appears  that  in  the  thirty-three  years  ended 
in  1860  there  were  22  months  m  which  there  was  an  extreme  fluc- 
tuation of  2  cents  or  more  in  the  price,  and  115  months  in  which  there 
was  a  fluctuation  of  1  cent  or  more  but  less  than  2  cents.  For  the 
thirty-three  years  ended  in  1909,  on  the  other  hand,  there  were  but 
8  months  showing  a  fluctuation  of  as  much  as  2  cents,  and  but  52 
months  showing  a  fluctuation  of  1  cent  or  more  but  less  than  2  cents. 
It  by  no  means  follows  that  this  reduction  in  the  frequency  of  pro- 
nounced fluctuations  is  wholly  attributable  to  the  future  system. 
Numerous  other  influences  contributed  to  the  same  result,  notably 
improved  means  of  communication  and  transportation  and  increased 
competition. 

However,  a  more  significant  matter  than  this  reduction  in  the  fre- 
quency of  marked  fluctuations  for  the  period  as  a  whole  is  the  evi- 
dence that  in  recent  years  the  tendency  has  been  in  the  opposite  direc- 
tion. Thus,  of  the  8  months  during  the  thirty-three  years  ended 
in  1909  which  showed  a  fluctuation  of  2  cents  or  more,  7  were  in 
the  period  since  1903,  while  of  the  52  months  showing  fluctuations  of 
1  cent  or  more  but  less  than  2  cents  for  this  thirty-three  year  period 
30,  or  more  than  one-half,  occurred  in  the  last  ten  years. 

The  percentage  comparisons  show  substantially  similar  results. 
Thus  during  the  period  1828-1860  there  were  20  months  in  which 
there  was  a  fluctuation  of  20  per  cent  or  more,  whereas  there  were 
but  5  months  in  the  thirty-three  years  ended  in  1909  which  showed 
so  violent  a  fluctuation.  On  the  other  hand,  of  the  5  months  in  this 
later  period  4  were  in  the  period  since  1903.  Again,  of  the  56  months 
in  this  later  period  which  showed  a  fluctuation  of  10  per  cent  or  more 
(but  less  than  20  per  cent),  31,  or  more  than  one-half,  were  in  the 
last  ten  years. 

It  should  be  noted  that  most  of  the  larger  fluctuations — that  is, 
those  of  2  cents  or  more  or  20  per  cent  or  more,  respectively — ^in  this 
later  period  occurred  in  a  single  season,  namely,  1903-4.  In  this 
year  conditions  were  very  unusual,  largely  owing  to  the  so-called 
Sully  boom,  which  was  accompanied  by  tremendous  speculative 
excitement  and  enormous  activity  in  the  future  market.  Prices  were 
carried  rapidly  upward  during  the  winter  of  1903-4,  until  in  the  early 
spring  a  violent  convulsion  was  produced  by  the  failure  of  the  leader 
of  this  "bull''  campaign.  Under  these  circumstances  price  move- 
ments were  extremely  irregular.  If  this  season  be  eliminated  from 
consideration,  it  will  be  seen  that  there  were  but  3  instances  of  a 
monthly  fluctuation  of  as  much  as  2  cents  or  more  during  the  entire 
period  1877-1909,  and  but  2  in  which  the  fluctuation  amounted  to 
20  per  cent  or  more  of  the  mean  price.  When  these  figures  are  com- 
pared with  those  for  the  earlier  period,  namely,  22  and  20,  respec- 
tively, it  will  be  instantly  apparent  that  the  number  of  extremely 
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violent  monthly  fluctuations  has  been  very  much  smaller  since  the 
future  system  was  fairly  established  than  the  number  prior  to  its 
establishment.  As  already  pointed  out,  this  reduction  is  by  no  means 
solely  attributable  to  the  future  system. 

Summarizing  these  comparisons  by  ten-year  periods,  using  decades 
for  convenience,  the  following  results  are  obtained: 


• 

Fluctuations  of— 

Decade. 

Fluctuations  of— 

Decade. 

2  cents 
or  over. 

loent 

or  more, 

but  less 

than  2. 

20%or 
over. 

10%  or 

more, 

but  less 

than  20. 

2  cents 
or  over. 

Icent 

or  more, 

but  less 

than  2. 

20%  or 
over. 

10%  or 

more, 

but  less 

than  20. 

1831-1840.... 
1841-1850.... 
1851-1860.... 

Months, 

15 

3 

4 

MonOu. 
48 
27 
34 

MofUha. 

7 

8 

•  5 

MonOu. 
39 
41 
34 

1881-1890 

1891-1900 

1901-1909 

MonOu. 
0 

1 
7 

Months. 

6 
28 

Month*. 
0 
1 
4 

Months. 

5 

18 

28 

This  table  is  so  simple,  and  the  deduction  therefrom  so  obvious, 
that  no  comment  is  needed,  beyond  noting  that  the  one  fact  of 
overshadowing  significance  is  the  increase  in  fluctuation  in  the  final 
period,  1901-1909. 

The  percentage  comparisons  given  in  Table  35  are  more  clearly 
brought  out  in  chart  22,  opposite  page  298,  which  shows  the  monthly 
fluctuations  in  ten-year  groups  from  1831  to  1909,  the  twenty  years 
1861  to  1880  being  omitted  for  reasons  already  given.  By  inspection 
it  will  be  at  once  apparent  that  monthly  fluctuations  for  the  twenty 
years  1881-1900  were  much  less  violent  than  during  the  twenty  years 
1831-1850.  On  the  other  hand,  this  chart  also  shows  very  clearly 
that  monthly  fluctuations  during  the  nine  years  ended  August,  1909, 
were  much  more  violent  than  they  were  in  the  preceding  twenty  years. 

Section  3.  Annual  flnctnations  of  the  monthly  mean  price  before  and  since 
future  trading  was  established. 

One  advantage  of  a  well-administered  future  system  is  its  opera- 
tion as  a  brake  on  violent  fluctuations  of  prices  within  short  peri- 
ods. The  preceding  discussion  of  the  actual  effect  of  the  existing 
system  on  monthly  fluctuations  suggests  that  its  influence  was  felt 
appreciably  for  many  years  following  the  establishment  of  the  sys- 
tem. During  the  last  decade,  however,  as  the  tables  show,  the 
frequency  and  the  violence  of  the  monthly  fluctuations  afford  ground 
for  the  conclusion  that  the  future  system  as  now  administered  does 
not  result  in  any  such  price  steadiness  as  is  claimed  for  it. 

In  addition  to  this  influence  upon  short-time  fluctuations,  its 
advocates  claim  that  the  future  system  not  only  forecasts,  but  also 
provides  for  coming  important  changes  in  production  and  consump- 
tion.   They  concede,  of  course,  the  importance,  in  this  connection,  of 
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improved  facilities  for  gathering  and  transmitting  information,  as  well 
as  for  storing  and  transporting  the  cotton  itself.  In  order  to  test 
the  grounds  for  their  claim,  Table  37  has  been  prepared  to  show  the 
annual  fluctuation  of  the  monthly  mean  price  during  the  crop  years 
1828-1860  and  also  1877-1909,  the  same  periods  that  are  covered 
by  Table  36,  on  page  299.  In  Table  37  the  annual  fluctuation  is  not 
shown  in  cents,  but  only  as  a  percentage  of  the  average  of  the  mean 
prices  for  all  the  months  in  each  year.  These  monthly  mean  prices 
are  substantially  the  equivalent  of  monthly  averages,  and  thus  avoid 
unrepresentative  comparisons,  which  might  result  from  the  use  of 
extreme  quotations  for  a  given  year,  based  on  individual  transactions. 
The  fluctuation  in  cents  and  the  annual  average  price  are  given  in 
Table  39. 

Table  37.-ANNUAL  FLUCTUATIONS  OF  THE  MONTHLY  MEAN  SPOT  PRICE  OF  MID- 
DLING COTTON  IN  THE  NEW  ORLEANS  MARKET,  EXPRESSED  IN  PERCENTAGES 
OF  THE  YEARLY  AVERAGE  OF  SUCH  MONTHLY  MEAN  PRICES,  182&-1860  AND  1877- 
1900. 


Crop  year  ended  Aug.  31— 


Fluctua- 
tion. 


Crop  year  ended  Aug.  31 — 


1828. 
1829. 
1830. 
1831. 
1832. 
1833. 
1834. 
1835. 
1836. 
1837. 
1838. 
1839. 
1840. 
1841. 
1842. 
1843. 
1844. 
1845. 
1846. 
1847. 
1848. 
1849. 
1850. 
1851. 
1852. 
1853. 
1854. 
1855. 
1856. 
1857. 
18.%. 
1859. 
1860. 


Per  cerU. 
20.2 

17.3 

12.7 

32.7 

15.6 

23.1 

65.6 

43.5 

15.1 

42.3 

16.9 

47.4 

48.2 

22.0 

26.7 

32.4 

27.7 

26.7 

12.1 

31.6 

79.4 

61.4 

26.7 

60.7 

29.6 

2L7 

32.4 

37.3 

23.5 

27.9 

57.4 

9.3 

10.5 


1877. 
1878. 
1879. 
1880. 
1881. 
1882. 
1883. 
1884. 
1885. 
1886. 
1887. 
1888. 
1889. 
1890. 
1891. 
1892. 
1893. 
1894. 
1895. 
1896. 
1897. 
1898. 
1899. 
1900. 
1901. 
1902. 
1903. 
1904. 
1905. 
1906. 
1907. 
1906. 
1909. 


Floctuar 
tJon. 


Percent. 
17.2 

9.8 

33.7 

22.0 

1L8 

13.2 

22.9 

14L4 

9.5 

9.9 

20.8 

ia4 

1&2 
19.5 
24.8 
25.9 
28.3 
18.5 
34.3 
27.0 
12.8 
22.3 
17.6 
47.1 
27.9 
24.9 
53.2 
44.2 
43.5 
17.0 
34.8 
24.9 
35.0 
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This  table  shgws  considerable  variation  in  the  annual  price  fluctu- 
ation throughout  the  entire  period.  Nevertheless,  if  carefully  studied, 
it  will  be  found  that  the  movement  of  these  fluctuations  has  been 
similar  to  that  shown  by  the  preceding  study  of  monthly  fluctuations. 
Thus,  taking  the  period  ended  with  1860,  the  annual  fluctuation  in 
fourteen  years  exceeded  30  per  cent  and  in  five  years  exceeded  50  per 
cent,  reaching  79.4  per  cent,  in  fact,  in  the  year  1848.  It  is  apparent, 
therefore,  that  taking  the  period  from  1828  to  1860  as  a  whole 
extremely  violent  fluctuations  were  rather  conmion. 

During  the  period  1877-1909  fluctuations  were  touch  less  violent. 
Thus,  whereas,  as  just  shown,  in  the  earlier  period  there  were  fluctu- 
ations of  50  per  cent  or  more  in  five  years,  during  this  later  period 
the  fluctuation  only  once  exceeded  50  per  cent,  in  the  year  1903,  and 
in  only  three  other  years  did  it  exceed  35  per  cent. 

However,  a  more  significant  matter  from  the  standpoint  of  this 
discussion  is  that,  taking  the  later  period  by  itself,  there  has  been  a 
pronounced  increase  in  the  violence  of  the  annual  fluctuations. 
Thus,  during  the  period  1877-1890,  inclusive,  there  were  only  four 
years  in  which  the  fluctuation  exceeded  20  per  cent,  and  in  only  one 
of  these  years,  namely,  1879,  was  this  excess  marked.  During  the 
remainder  of  the  later  period,  however,  1891-1909,  there  were  but 
four  years  in  which  the  fluctuation  was  as  small  as  20  per  cent,  while 
in  four  years  the  fluctuation  exceeded  40  per  cent — a  greater  fluctua- 
tion than  was  shown  in  any  year  from  1877  to  1890 — and  in  one  year, 
1903,  the  fluctuation  exceeded  53  per  cent.  It  is  apparent,  there- 
fore, that,  taking  this  later  period  by  itself,  there  has  been  a  pro- 
nounced increase  in  the  fluctuation. 

Broadly  speaking,  the  increase  in  the  violence  of  fluctuations 
during  this  later  period  has  been  progressive.  This  will  be  more 
readily  apparent  from  chart  23,  opposite  page  302.  From  this  chart 
it  will  be  seen  that  during  the  period  from  1877  to  1890  fluctuations 
were  the  smallest  for  any  period  covered,  that  for  the  period  from 
1891  to  1899,  inclusive,  there  was  a  considerable  increase  in  the  fluc- 
tuation, and  for  the  period  since  1899  a  pronounced  increase. 

Section  4.  Summary. 

From  the  preceding  discussion  it  is  apparent  that  extreme  claims 
as  to  the  effect  of  the  future  system  in  bringing  about  increased  stead- 
iness of  price  movements  of  cotton  can  not  be  sustained.  Taking 
the  period  1870-1909  by  itself,  fluctuations  have  shovm  a  marked 
increase  by  every  method  of  comparison  employed.  It  is  true  that, 
in  the  case  of  exceptionally  violent  fluctuations  within  a  period  of 
a  month,  the  increase  is  largely  due  to  the  unusual  conditions  exist- 
ing in  the  season  of  1903-4.  This,  however,  does  not  change  the  fact 
that  every  method  of  test  shows  that  there  has  been  a  general  increase 
in  price  fluctuations  of  cotton  since  1900. 
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Taking  the  periods  before  and  since  future  trading  was  established 
as  a  whole,  it  is  true  that  under  the  future  system  the  fluctuation 
has  been  somewhat  smaller,  and  for  the  first  twenty-five  years  after 
the  future  system  was  fairly  established  at  New  York  there  was  a  de- 
cidedly steadier  movement  of  prices.  Such  greater  steadiness,  how- 
ever, can  by  no  means  be  regarded  as  wholly  due  to  the  influence  of 
the  future  system.  Instead,  it  is  unquestionably  due  in  large  measure 
to  such  causes  as  the  remarkable  improvement  in  methods  of  com- 
munication and  transportation.  The  influence  of  these  factors  is 
exceedingly  important,  and  must  constantly  be  borne  in  mind  in 
attempting  to  arrive  at  any  conclusions  as  to  the  effect  of  future 
trading  upon  price  movements.  It  is  hardly  necessary  to  ai^e 
that  improved  means  of  communication  tend  to  reduce  the  violence 
of  price  fluctuations.  Indeed,  it  is  possible  that  improved  facihties 
for  the  gathering  and  dissemination  of  information  have  been  suflS- 
cient  to  account  for  most  if  not  all  of  the  reduction  actually  shown. 

While,  therefore,  the  future  system  can  not  be  credited  with  the 
general  reduction  in  violence  of  price  movements  which,  broadly 
speaking,  has  taken  place  since  the  system  was  established,  on  the 
other  hand  that  system,  or  abuses  of  that  system,  can  be  held  respon- 
sible, in  part  at  least,  for  the  increased  violence  of  price  fluctuations 
which  has  taken  place  in  the  last  ten  years.  It  would  be  unfair  to 
attribute  this  increased  fluctuation  of  recent  years  entirely  to  the 
future  system  or  to  the  improper  conduct  of  that  system.  As 
between  one  season  and  another,  conditions  of  supply  and  demand 
may  be  so  radically  different  that  a  pronounced  fluctuation  in  prices 
is  simply  inevitable.  Furthermore,  other  factors  of  far-reaching 
import  may  in  a  measure  be  responsible  for  the  wider  fluctuations 
which  have  occurred  since  1900.  Nevertheless,  the  future  system  as 
it  has  actually  been  conducted  is  properly  chargeable  with  a  portion 
of  this  increased  fluctuation. 

For  instance,  there  can  be  little  doubt  that  this  increase  has  re- 
sulted in  part  from  the  reckless  use  of  the  future  system.  All  who 
are  familiar  with  future  trading  in  cotton  know  that  excited  cam- 
paigns have  been  undertaken  either  for  an  advance  in  prices  or  for 
a  decline,  and  that  at  times  speculation  has  become  almost  frenzied. 
A  conspicuous  illustration  of  this  sort  is  afforded  by  the  so-called 
'* Sully  campaign^'  of  1903-4.  In  that  year  there  was  enormous 
activity  in  the  future  market  at  New  York,  at  rapidly  advancing 
prices.  Thus,  whereas  in  September,  1903,  the  current  future  price 
was  as  low  as  10.68  cents,  in  December  it  advanced  to  over  13  cents, 
in  January  to  nearly  16  cents,  and  in  February  to  nearly  17  cents. 
The  spot  price  in  the  meantime  rose  from  11.25  cents  in  September 
to  17.25  cents  in  February.  At  this  time  one  of  the  wildest  specu- 
lative campaigns  ever  known  in  the  cotton  trade  was  in  progress. 
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When  such  excited  campaigns  as  that  just  described  occur  and 
prices  are  advancing;  it  is  a  common  thing  for  operators  who  have 
bought  on  margin,  and  who  find  that  their  ventures  show  them  a 
substantial  profit,  to  use  this  ''paper  profit'*  for  still  further  com- 
mitments, thus  ''pyramiding"  their  accounts  imtil  the  aggregate  of 
their  dealings  is  protected  by  only  a  moderate  reserve.  At  such 
times  an  imforeseen  development  may  precipitate  a  violent  con- 
vulsion. Furthermore,  when  margins  have  become  weakened  by 
such  overspeculation,  there  is  an  inducement  before  large  operators 
to  raid  or  ''hammer''  the  market  by  oflfering  large  blocks  of  future 
contracts  for  sale  at  declining  prices  for  the  express  purpose  of  com- 
pelling those  who  have  thus  overtraded  to  sell  out.  If  such  efforts 
are  successful,  a  violent  crash  in  prices  may  result.  Under  such 
circiunstances  it  is  possible  that  prices  go  lower  than  they  would 
have  gone  had  there  been  no  speculation  whatever.  This  point 
is,  of  coiu^e,  incapable  of  absolute  demonstration,  but  there  can 
be  no  doubt  that  some  speculative  campaigns  of  recent  years  have 
been  directly  responsible  for  pronoimced  and  unnecessary  fluctua- 
tions in  prices.  Such  a  condition  means  in  most  cases  that  the 
legitimate  fimction  of  the  futm*e  system  is  being  perverted,  and  that 
prices  are  being  influenced  by  what  is  really  little  more  than  pure 
gambling. 

The  influence  of  this  gambling  element  in  the  cotton  market  has 
been  especially  marked  in  the  past  ten  years,  and  it  is  useless  to 
deny  that  its  influence  on  legitimate  trade  has  at  times  been  exceed- 
ingly injurious.  Indeed,  there  appears  to  be  a  growing  impression 
among  spinners,  as  well  as  among  producers,  that  this  gambling 
element  in  the  cotton-future  business  has  increased  to  a  point  where 
it  very  largely  offsets  any  possible  benefits  of  the  system.  It  i.5 
clearly  inciunbent  on  those  responsible  for  the  conduct  of  future 
trading  to  devise  some  means  by  which  the  excesses  of  speculation 
from  which  the  market  now  frequently  suffers  can  be  reduced, 
while  at  the  same  time  preserving  the  advantages  which  a  legitimate 
conduct  of  the  future  system  imquestionably  affords. 

It  may  be  noted  in  this  connection  that  the  governor's  commit- 
tee, so  called,  of  the  State  of  New  York,  in  its  recent  report  on  specu- 
lation in  securities  and  commodities,  said: 

There  have  been  in  the  past  instances  of  excessive  and  unrea- 
sonable speculation  upon  the  cotton  exchange,  notably  the 
Sully  speculation  of  1904.  We  beUeve  that  there  is  also  a 
great  deal  of  speculation  of  the  gambling  type  mentioned  in  the 
mtroduction  to  this  report.  In  our  opimon  the  cotton  exchange 
should  take  measures  to  restrain,  and  so  far  as  possible  pre- 
vent, these  practices  by  disciplining  members  who  engage  in 
them.  The  officers  of  the  exchange  must  in  many  cases  be 
aware  of  these  practices,  and  could,  in  our  opinion,  do  much 
to  discoiu*age  them. 
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On  this  point  the  following  excerpt  from  an  address  by  W.  B. 
Thompson,  president  of  the  New  Orleans  Cotton  Exchange,  before 
the  joint  agricultural  committee  of  the  house  in  the  legislature  of 
Louisiana  in  May,  1908,  may  be  cited: 

Excessive  speculation  in  cotton  is  the  second  evil  attributed 
to  future  tradmg.  It  is  true  that  future  trading  makes  possible 
the  injiu*ious  speculation  complained  of,  but  the  relationship 
between  the  two  is  no  closer  than  the  relationship  between  any 
beneficial  privilege  and  the  abuse  thereof.  It  is  well  enough 
and  praiseworthy  and  wise  to  remove,  in  so  far  as  we  may, 
temptations  to  the  frailties  of  mankind,  but  if  we  undertake 
to  prevent  injurious  speculation  by  destroying  all  opportunities 
to  speculate,  we  shall  have  to  begin  by  closing  practically 
every  avenue  of  human  activity  and  end  by  annihilating  the 
human  race.  The  test  of  a  reform  is  in  the  net  result.  A 
legal  and  beneficial  system  of  business  should  not  be  over- 
thrown for  the  sake  of  preventing  certain  persons  from  prac- 
ticing an  abuse  injurious  to  both  the  system  and  themselves. 
A  true  reform,  which  is  a  discerning  reform,  acts  on  this  rule. 
The  use  of  a  bad  principle  is  a  wrong;  the  misuse  of  a  good 
principle  is  an  injustice.  The  wrong  should  be  punished  by 
destruction;  the  injustice  by  correction. 

It  is  not  to  be  denied  that  even  in  the  legitimate  exchanges 
a  great  many  contracts  for  the  future  delivery  of  cotton  are 
bought  and  sold  for  a  purely  speculative  purpose,  but  in  the 
frenzy  of  speculation  that  has  but  recently  swept  the  country 
this  is  equally  true  of  all  other  commodities  and  things. 

Recent  increase  in  price  fluctuation  partly  due  to  im- 
proper METHODS   OF  CONDUCTING  FUTURE  TRADING. — ^While  eXCesS- 

ive  speculation  is  undoubtedly  responsible  in  part  for  this  recent 
tendency  toward  increased  fluctuation  of  cotton  prices,  this  increase 
is  in  some  measure  attributable  to  the  improper  methods  of  conduct- 
ing the  future  system,  particularly  upon  the  New  York  Cotton  Ex- 
change. It  will  be  noted  that  the  increase  in  fluctuations  under  the 
future  system  has  been  most  pronounced  since  1900.  It  was  in 
October,  1897,  that  the  New  York  Cotton  Exchange  adopted  the 
fixed-difference  system.  It  seems  to  be  more  than  a  coincidence  that 
the  adoption  of  this  system  was  so  speedily  followed  by  increased 
disturbance  of  prices.  There  can  be  no  question  that  this  is  the  case 
in  so  far  as  the  future  price  itself  is  concerned.  As  shown  in  Part  I, 
the  effect  of  this  fixed-difference  system  in  the  season  of  1906-7  was 
to  send  the  New  York  future  price,  which  under  normal  conditions 
should  rule  at  about  25  points  below  the  spot  price,  to  an  abnormal 
discount  of  approximately  200  points.  This  unusual  depression  of 
the  contract  price  undoubtedly  was  chiefly  due  to  the  establishment 
of  incorrect  differences  by  the  revision  committee  of  the  New  York 
Cotton  Exchange  in  that  year,  together  with  the  overgrading  of  cot- 
ton.   In  other  years  the  future  contract  price  has  been  similarly 
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disturbed  as  a  result  of  the  fixed-difference  system,  although  with  the 
exception  of  1907-8  this  disturbance  has  not  been  so  violent  as  in 
1906-7. 

This  pronounced  fluctuation  in  the  price  of  futures,  it  is  true,  was 
not  accompanied  by  a  correspondingly  marked  fluctuation  in  the 
price  of  spot  cotton.  To  some  extent,  however,  the  increase  in  fluctua- 
tion in  spot  prices  during  the  last  thirty  years,  shown  by  this  report, 
is  properly  chargeable  against  the  fixed-difference  system.  This  is 
the  more  probable  because  the  fixed-difference  system  instead  of 
increasing  the  responsibiUty  of  the  speculative  class  reduces  it  by 
throwing  an  undue  amount  of  risk  upon  the  nonspeculative  class. 
While  the  fluctuation  in  spot  prices  has  been  much  smaller  than 
that  in  the  prices  of  future  contracts,  this  in  no  way  meets  objec- 
tions to  the  fixed-difference  system.  As  already  emphasized,  the 
contract  price  should  substantially  represent  middUng  cotton  itself. 

A  cotton  exchange  is  therefore  subject  to  almost  as  severe  criti- 
cism if  its  rules  are  so  framed  as  to  cause  violent  disturbances  of  the 
future  price  as  it  would  be  if  corresponding  disturbances  of  spot 
prices  were  thus  forced.  Indeed,  it  would  be  difficult  to  suggest  a 
much  more  absurd  condition  of  prices  than  existed  in  the  New  York 
market  during  a  large  part  of  the  years  1906-7  and  1907-8,  when 
the  current  future  price  of  basis-middling  contracts,  instead  of  sub- 
stantially representing  middling  cotton,  varied  from  the  price  of 
middling  cotton  all  the  way  from  about  30  to  over  200  points.  Any 
system  which  forces  any  such  illogical  and  unnatural  disturbances  of 
the  contract  price  is  simply  indefensible. 

Table  38.— HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY, 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  1909. 

[Cents  per  pound.    Highest  and  lowest  prices  furnished  by  Henry  G.  Hester,  of  the  New  Orleans  Cotton 

Exchange.] 


Month. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

1827-28. 

1 

1828-29. 

182&-30. 

September 

9.00 
10.fiO 
10.50 
10.00 
9.25 
9.50 
10.50 
10.75 

n.oo 
n.oo 

ILOO 
10.50 

8.50 

10.00 

10.00 

9.00 

8.50 

9.00 

9.00 

9.50 

10.00 

10.50 

10.00 

10.00 

8.75 

10.25 

10.25 

9.50  . 

8.88 

9.25 

9.75 

10.13 

10.50 

10.75 

10.50 

10.25 

10.50 

10.00 

10.25 

October 

November 

December 

9.75 

10.25 

10.25 

10.00 

9.50 

9.50 

9.00 

8.75 

8.75 

9.00 
9.50 
9.75 
9.25 
9.00 
8.75 
8.50 
8.50 
8.50 

9.38 
9.88 
10.00 
9.63 
9.25 
9.13 
8.75 
8.63 
8.63 

9.50 
8.60 
9.00 
9.00 
9.50 
9.00 
9.25 
9.75 
9.75 

9.00 
8.00 
8.00 
8.50 
9.00 
8.50 
8.50 
9.00 
9.00 

9.26 
8.25 
8.50 

February 

March 

8.75 
9.25 

April 

8.76 

May 

8.88 

June 

9.38 

July 

9.38 

August 

Extremes . . 

n.oo 

8.50 

a9.90 

10.50 

8.50 

a9.35 

9.75 

8.00 

a8.93 

o  Average  of  means. 
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Table  S8.— HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY, 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  1909-ConUiiued. 


Month. 


September. 
October. . . 
November. 
December. 
January . . . 
February. . 

March 

April 

May 

June 

July 

August 


Extremes.. 


Highest. 


Lowest. 


Mean.    Highest.  ,  Lowest. 


Mean.    Highest. 


Lowest.     Mean. 


1830-^1. 


1831-32. 


1832-33. 


10.75 
9.75 
8.75 
8.50 
8.25 
8.00 
8.00 
8.50 
8.25 
8.25 


10.00 
9.00 
8.25 
8.25 
7.25 
7.25 
7.50 
7.50 
8.00 
8.00 


10.38 
9.38 
8.50 
8.38 
7.75 
7.63 
7.75 
8.00 
8.13 
8.13 


8.25 

1 
8.00 

8.13 

8.50 

8.00 

8.25 

8.75 

8.00 

8.38 

9.00 

8.00 

8.50 

9.25 

8.50 

8.88 

9.25 

8.75 

9.00 

9.50 

9.00 

9.25 

9.50 

9.25 

9.38 

9.75 

9.25 

9.50 

9.75 

8.00 

8.88 

8.75 

8.00 

8.38 

9.50 

8.25 

8.88 

9.50 
11.00 
10.50 
10.50 
9.76 
9.50 
10.00 
10.50 
1L50 
12.00 
12.00 


9.25 

10.00 

9.25 

9.75 

9.25 

9.25 

9.25 

9.50 

10.25 

1L25 

11.50 


9.38 

10.50 

9.88 

laia 

9.50 
9.38 
9.63 
10.00 
10.88 
11.63 
11.75 


10,75  ' 


7.25 


a8.40 


9.75 


8.00      a8.78 


12.00 


9.26      <>ia24 


September. 
October... 
November. 
December. 
January . . . 
February. . 

March 

April 

May 

June 

July 

August 


Extremes. 


1833-34. 


1834-35. 


1836-36. 


18.00 

17.00 

16.00 

12.50 

12.50 

ILOO 

10.50 

9.75 

10.60 

9.00 

10.50 

9.50 

n.oo 

10.00 

U.50 

n.oo 

12.00 

11.00 

12.00 

11.50 

12.00 

11.50 

17.50 
14.25 
1L75 
10.13 
9.75 
10.00 
10.50 
11.25 
11.50 
11.75 
11.75 


18.00 


9.00  .011.83 


12.00 
14.50 
15.00 
16.00 
15.50 
16.00 
16.00 
16.50 
17.50 
17,50 
19.00 
19.00 


1L50 

11.75 

12.50 

13.60 

12.50 

13.76 

14.00 

15.00 

14.00 

14.75 

14.50 

15.25 

15.50 

15.75 

15.50 

16.00 

16.60 

17.00 

16.50 

17.00 

16.50 

17.75 

18.00 

18.50 

16.60 
14.60 
14.60 
15.00 
15.50 
16.00 
17.00 
16.50 
16.00 
15.00 
15.00 


19.00 


11.50 


a  15. 50 


17.00 


15.00 
14.00 
13.00 
13.50 
14.00 
15.00 
15.00 
15.00 
14.50 
14.50 
14.50 


15.25 
14.25 
13.75 
14.25 
14.75 
16.50 
16.00 
15.75 
15.25 
14.75 
14.75 


13.00      al4.93 


1836-37. 


1837-38. 


September. 
October. . . 
November. 
December. 
January . . . 
February. . 

March 

April 

May 

June 

July 

August 


16.00 

14.00 

16,00 

14.00 

14.50 

13.50 

14.50 

13.00 

13.50 

12.50 

14.00 

11.00 

10.50 

8.50 

11.25 


16.00 
15.00 
14.00 
13.75 
13.00 
12.60 
9.50 


11.25 


11.25 


10.00 
9.50 
9.50 
9.50 
9.50 
8.50 
8.76 
9.25 
9.00 
9.00 
9.00 


9.50 
8.50 
8.60 
9.00 
8.00 
8.00 
8.25 


9.75 
9.00 
9.00 
9.25 
8.75 
8.25 
8.50 


1838-39. 


Extremes.. 


16.00 


8. 50  ,  a  13. 00  I        10. 00 


8.50 

8.88 

14.76 

8.26 

8.63 

14.60 

8.26 

8.63 

13.00 

8.50 

8.75 

13.50 

8.00 

a8.85 

16.00 

8,00 

8.60 

8. 00 

9.76 

10.25 

10.88 

n.oo 

n.75 

n.50 

12.13 

12.00 

13.00 

13.60 

14.00 

13.50 

14.25 

13.50 

14.13 

n.50 

13.00 

12.00 

12.50 

10.00 

n.76 

8.00 


a  12. 14 


a  Average  of  means. 
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TABLE38.—niQHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY, 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  190»— Continued. 


Month. 


Highest. 


Lowest. 


Mean.    Highest. 


Lowest. 


Mean.  ,  Highest. 


Lowest. 


1839-W. 


September. 

October... 

November. 

December. 

January... 

February. . 

March 

April 

May 

June 

July 

August 


Extremes. 


September. 
October- -. 
November. 
December. 
January... 
February. . 

March 

April 

May 

June 

July 

August 


Extremes. . 


September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

Extremes 


10.50 
10.75 
10.25 
8.50 
8.50 
7.75 
7.00 
7.25 
t.  tb 
8.00 
8.00 
8.50 


1840-41. 


10.00 
10.00 
.8.26 
7.25 
7.25 
6.75 
6.00 
6.25 
6.50 
7.25 
7.60 
7.50 


10.25 
10.38 
9.25 
7.88 
7.88 
7.25 
6.50 
6.75 
7.13 
7.63 
7.75 
8.00 


9.00 

9.00 

8.50 

8.50 

9.25 

9.75 

9.75 

10.25 

10.50 

10.00 

9.50 

9.25 


8.00 
7.75 
8.00 
8.25  ^ 
8.25  . 
9.25 
9.00 
9.50 
10.00 
9.25 
9.00 
9.00 


8.50 
8.38 
8.25 
&38 
8.75 
9.50 
9.38 
9.88 
10.25 
9. 03 
9.25 
9.13 


10.75 


6.00      08.06 


10.50 


7.75  ,    o9.ll 


1842-43. 


7.50 
7.00 
6.00 
6.00 
6.00 
5.50 
5.25 
5.63 
6.25 
6.25 
6.25 
6.25 


6.00 
5.75 
6.50 
&25 
5.25 
5.00 
4.50 
4.88 
5.50 
6.75 
5.75 
5.75 


6.75 
6.38 
6.75 
5.63 
5.63 
5.26 
4.88 
6.26 
5.88 
6.00 
6.00 
6.00 


1843-44. 


7.50 
7.50 
7.38 
9.00 
9.00 
9.13 
8.63 
8.00 
7.38 
7.38 
7.13 
7.00 


7.50 


4. 50      a  5. 78 


9.13 


5.75  I    a  7. 43 


1845-46. 

7.00 

0.50 

7.63 

6.88 

7.13 

6.63 

7.13 

6.50 

6.75 

6.38 

6.75 

6.26 

7.13 

6.50 

6.88 

6.63 

6.75 

6.13 

6.75 

6.60 

7.13 

6.50 

7.50 

7.00 

7.63 

6.13 

1846-47. 


6.75 
7.26 
6.88 
6.82 
6.57 
6.50 
6.82 
6.76 
6.44 
6.63 
6.82 
7.25 


7.75 
9.50 
9.38 
10.25 
11.63 
11.63 
10.75 
10.75 
11.00 
10.00 
10.75 
10.75 


a  6. 79  11.63 


7.50 

8.75 

9.00 

9.00 

9.75 

9.38 

9.50 

10.25 

10.50 

9.13 

9.25 

10.50 


6,75 

6.63 

6.75 

7.13 

6.76 

7.07 

7.13 

8.07 

8.26 

8.63 

8.26 

8.69 

7.60 

8.07 

6.76 

7.38 

6.50 

6.94 

6.75 

7.07 

6.50 

6.82 

6.25 

6.63 

7.63 

9.13 

9.19 

9.63 

10.69 

10.51 

10.13 

10.50 

10.75 

9.67 

10.00 

10.63 


1841-42. 


8.75 


6.00 


1844-45. 


6.25 
6.00 
5.50 
6.25 
6.00 
6.25 
6.13 
6.26 
6.00 
6.25 
6.25 
6.25 


6.00 
6.38 
4.88 
4.50 
4.38 
4.75 
5.00 
5.75 
6.50 
6.88 
6.13 
6.13 


6.26 


1847-48. 


10.88 
10.25 
7.25 
6.88 
6.88 
6.88 
7.00 
6.50 
6,75 
5.75 
6.75 
6.00 


10.26 
7.25 
6.13 
6.50 
6.50 
6.60 
6.25 
5.00 
4.76 
6.25 
6.25 
&38 


Mean. 


8.50 

8.26 

8.38 

8.76 

8.25 

8.50 

8.76 

8.26 

8.50 

8.76 

8.00 

8.38 

8.00 

7.50 

7.75 

7.75 

7.26 

7.60 

7.50 

6.75 

7.13 

7.50 

6.76 

7.13 

7.00 

6.26 

6.63 

7.00 

6.60 

6.76 

7.60 

6.26 

6.88 

7.00 

6.00 

6.50 

O7.60 


6.13 
6.69 
6.19 
4.88 
4.69 
6.00 
5.67 
6.00 
6.76 
6.07 
6.19 
6.19 


4.38        a  6. 61 


10.67 
8.76 
6.69 
6.69 
6.69 
6.69 
6.63 
6  76 
6.26 
5.50 
5.60 
6.69 


7.50      a9.86 


10.88 


4.75        a  6. 70 


a  Average  of  means. 
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Table  38.-HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY. 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  1909— Continued. 


Month. 


September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

Extremes 


Lowest. 


Mean.  >  Highest.  *  Lowest. 


Mean. 


XO^ty'^Vm 


1849-M. 


5.75 

5.25 

5.50 

10.25 

5.50 

5.00 

5w25 

10.13 

5.25 

4.88 

5.07 

10.38 

5.63 

5.13 

5.38 

10.60 

6.38 

5.38 

5.88 

11.63 

6.38 

5.88 

6.13 

11.60 

6.50 

6.00 

6.25 

11.13 

6.50 

6.00 

6.25 

12.00 

7.60 

6.25 

6.88 

12.25 

7.60 

6.63 

7.07 

12.25 

9.13 

7.13 

8.13 

12.75 

9.60 

8.60 

9.00 

12.75 

9.  SO 

4.88 

a6.40 

12.75 

8.75 
9.13 
9.88 
10.00 
10.25 
10.88 
10.25 
11.00 
11.50 
n.50 
11.75 
12. 13 


9.50 
9.63 
10.13 
10.25 
10.94 
11.19 
10.69 
11.50 
11.88 
11.88 
12.25 
12.44 


8.75 


an.  02 


Highest. 


Lowest. 


Mean. 


1850-51. 


13.00 
13.63 
13.38 
13.25 
13.13 
12.38 
11.25 

n.oo 

9.63 
8.60 
8.25 
7.25 


13.63 


12.25 
12.50 
13.00  I 
12.38  I 
11.88  I 

laoo 

9.60 
9.13 
8.25 
7.75 
7.00 
6.25 


12.63 

13.07 

13.19 

12.82 

12.51 

n.l9 

10.38 

10.07 

&»4 

8.13 

7.63 

6.75 


6.25     aiaei 


September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

Extremes 


S€pteml)er 

October 

Noveml)er 

Deoeml)er 

January 

February 

March 

April 

May 

June 

July 

August 

Extremes 


1851-52. 


1852^53. 


1853-^. 


9.00 
8.00 
7.63 
7.50 
7.63 
7.88 
8.00 
7.75 
9.25 
9.50 
9.60 
9.75 

9.75 


7.88 
6.60 
6.63 
6.75 
6.75 
7.00 
7.38 
7.25 
7.75 
8.75 
9.00 
9.25 


0.60 


8.44 
7.25 
7.13 
7.13 
7.19 
7.44 
7.69 
7.60 
8.60 
9.13 
9.25 
9.60 


10.00 

9.75 

9.75 

9.00 

9.25 

9.00 

9.25 

10.60 

10.25 

10.00 

10.60 

10.76 


a  8. 01 


10.75 


9.60 
9.25 
9.00 
7.88 
8.25 
8.60 
8.63 
9.60 
9.50 
9.75 
9.75 
10.25 


7.88 


9.75 

9.50 

9.38 

8.44 

8.75 

8.75 

8.94 

10.00 

9.88 

9.88 

10.13 

10.60 


a9.49 


11.00 

10.25 

10.63 

10.60 

8.75 

9.63 

9.60 

8.60 

9.00 

9.60 

9.00 

9.25 

9.60 

9.13 

9.32 

9.25 

8.50 

&88 

9.50 

8.50 

9.00 

9.00 

7.60 

8.25 

8.25 

7.25 

7.75 

8.25 

7,50 

7.88 

9.00 

8.00 

&60 

8.75 

8.25 

8.50 

11.00 

7,25 

a&88 

1864^5. 


1855^56. 


1856-57. 


8.63 

9.00 

9.00 

8.60 

8.25 

8.13 

8.75 

9.75 

11.00 

12.00 

10.60 

10.00 


12.00 


8.25 

8.44 

8.38 

8.69 

8.38 

8.69 

7.75 

8.13 

7.60 

7.88 

7.88 

8.01 

7.88 

8.32 

8.50 

9.13 

9.25 

10.13 

10.60 

11.25 

9.60 

10.00 

9.38 

9.69 

7.60 

a9.03 

9.25 

9.13 

9.13 

9.13 

9.00 

9.60 

9.60 

10.88 

10.75 

11.00 

n.oo 

10.75 


11.00 


8.88 

9.07 

8.00 

8.57 

7.88 

8.51 

8.25 

8.69 

8.25 

8.63 

8.75 

9.13 

9.00 

9.25 

9.38 

10.13 

10.13 

10.44 

10.13 

10.57 

10.50 

10.76 

10.50 

10.63 

7.88 

09.53 

11.75 
12.60 
11.88 
12.13 
12.60 
13.00 
13.63 
14.00 
14.00 
14.00 
14.88 
15.25 


15.25 


11.00 
11.25 
11.25 
n.60 
11.88 
12.38 
12.88 
13.50 
13.60 
13.50 
14.13 
14.75 


11.00 


U.38 
11.88 
11.57 
11.82 
12.19 
12.69 
13.26 
13.75 
13.75 
18,75 
14.51 
l&OO 


a  12. 96 


a  Average  of  means. 
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Table  38.— HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY, 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  190^-Coiitinued. 


Month. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

1867-68. 

1868^99. 

1860-60. 

September 

October 

16.25 
14.25 
12.00 
11.76 
10.00 
n.60 
11.60 
11.76 
11.76 
11.76 
12.00 
11.25 

l&OO 

9.26 

9.76 

9.00 

&26 

10.00. 

10.76 

U.00 

n.25 

11.00 

n.50 

11.00 

15.63 
11.76 
10.88 
10.38 
9.13 
10.76 
10.13 
11.38 
11.50 
U.38 
11.75 
11.13 

12.26 
12.38 
11.63 
11.63 
11.50 
11.25 
12.00 
12.38 
12.00 
11.60 
n.76 
11.76 

1L76 
n.50 
11.00 

n.i3 

11.25 
10.75 
10.88 
11.75 
10.76 
10.76 
11.25 
11.50 

12.00 
11.94 
11.32 
11.38 
n.88 
11.00 
11.44 
12.07 
11.38 
11.13 
11.50 
11.63 

n.75 
11.25 
U.25 
ILOO 
1L26 

n.i3 

ILOO 
11.00 

n.oo 

11.50 
10.50 
10.75 

ILOO 
10.63 
10.75 
10.63 
10.63 
10.63 
10.25 
10.50 
10.50 
10.50 
10.00 
10.00 

U.38 
10.94 

November 

December 

Jftinmry  

n.oo 

10.82 
10.94 

February 

MftTX*h  - . , 

10.88 
10.63 

April 

10.76 

May 

10.76 

June r    .. 

11.00 

July 

10.26 

August 

10.38 

Extremes.. 

16.25 

8.26 

aU.32 

12.38 

10.75 

o  11. 51 

11.75 

10.00 

a  10. 81 

1860-61.& 

1863-64.& 

1864-«6. 

September 

10.38 

10.13 

10.26 

60.00 

62.60 

56.25 

190.00 

16L00 

176.60 

October 

n.50 
11.50 

iai3 
laoo 

10.82 
10.76 

75.00 
72.00 

66.76 
69.00 

70.88 
70.50 

125.00 
135.00 

120.00 
119.00 

122.50 

November 

127.00 

December 

n.50 

9.26 

10.38 

73.00 

70.00 

7L50 

128.00 

118.00 

123.00 

Jftn?iftry  r . 

12.00 
n.26 

ia75 

10.63 

n.38 
10.94 

80.00 
77.00 

71.00 
73.00 

75.50 
7&00 

loaoo 

76.00 

79.00 
68.00 

93.50 

February 

71.50 

March 

12.75 
13.00 

ia76 

12.00 

n.76 
12.50 

74.00 
83.00 

67.00 
67.00 

70.50 
75.00 

76.00 
36.00 

60.00 
30.00 

67.50 

April 

33.00 

May 

n.50 

n.oo 

11.26 

88.00 

8L00 

84.50 

46.00 

4LC0 

43.00 

June 

11.26 

10.00 

10.63 

145.00 

90.00 

117.50 

43.00 

33.00 

38.00 

July 

n.oo 

10.00 

10.50 

163.00 

140.00 

151.50 

47.00 

41.00 

44.00 

August 

n.oo 

10.00 

10.50 

180.00 

162.00 

m.oo 

• 

44.00 

40.00 

42.00 

Extremes.. 

13.00 

9.25 

a  10. 97 

180.00 

52.60 

ago.  80 

190.00 

30.00 

a8L71 

1865-66. 

1866-^7. 

1867-68. 

September 

October 

46.00 
66.00 
56.00 
6L00 
61.00 
49.00 
46.00 
40.00 
40.00 
41.00 
36.00 
36.00 

44.00 
44.00 
50.00 
47.00 
47.00 
45.00 
39.00 
38.00 
35.00 
36.00 
34.00 
36.00 

44.50 
50.00 
53.00 
49.00 
49.00 
47.00 
42.50 
39.00 
37.50 
38.50 
36.00 
36.50 

38.00 
42.00 
38.50 
33.00 
33.50 
32.00 
31.50 
30.00 
29.00 
27.00 
27.50 
28.50 

34.00 
37.00 
34.00 
30.00 
32.00 
30.50 
29.50 
26.00 
26.00 
26.50 
2&00 
27.00 

36.00 
89.50 
36.25 
31.50 
32.75 
3L26 
30.50 
27.50 
27.00 
26.25 
26.25 
27.75 

26.50 
20.00 
19.50 
16.25 
18.00 
23.76 
25.00 
33.00 
32.00 
29.00 
32.50 
29.00 

21.00 
18.50 
15.60 
14.26 
14.50 
17.75 
21.25 
27.00 
28.00 
27.00 
30.00 
27.00 

1 

23.75 
19.25 

November 

December 

January 

17.50 
14.76 
16.26 

February 

March 

20.76 
23.13 

April 

30.00 

May 

30.00 

JnnA. . . . ,     ,    , ,    . 

28.00 

July 

31.26 

August 

28.00 

Extremes.. 

56.00 

34.00 

a  43. 38 

42.00 

25.00 

a3L04 

33.00 

14.26 

023.66 

a  Average  of  means. 


h  No  record  for  years  1861-62  and  1862-63. 
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Table  38.— IIIGTIEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY, 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  190&-Continuod. 


Month. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean 

• 

186»-e9. 

1860-70. 

29.25 
25.00 
23.82 
24.07 
24.88 
23.63 
22.13 
22.13 
22.25 
20.50 
18.00 
17.63 

18.25 
16.50 
16.25 
15.13 
15wl3 
15.00 
14.75 
14.75 
16.38 
2L00 
20.75 

1870-n. 

September 

October 

November 

December 

J^niiAry.  ,  ,    . 

27.60 
25.50 
23.75 
24.00 
28.50 
29.00 
28.50 
28.50 
28.50 
32.00 
33.00 
32.00 

22.25 
22.75 
22.75 
22. 5U 
25.00 
27.25 
27.75 
28.00 
28.00 
28.50 
32.50 
32.00 

24.88 
24.13 
23.26 
23.25 
26.76 
28.13 
28.13 
28.25 
28.25 
30.25 
32.75 
32.00 

32.00 
25.50 
25.00 
24.38 
25.76 
24.50 
22.75 
22.50 
22.75 
22.00 
19.00 
17.75 

X.50 
24.50 
22.63 
23.75 
24.00 
22.75 
21.50 
21.76 
21.75 
19.00 
17.00 
17.50 

15.50 
14.50 
15.13 
14.25 
14.25 
14.25 
13.88 
1138 
14.50 
16.63 
20.00 

16.88 
15.50 
15.  C9 
14.  €9 
14.69 

February 

March 

14.63 
14^32 

April 

14.57 

May 

12u44 

June 

1&82 

July 

20.38 

August 

Extremes. . 

33.00 

22.25 

a27.fi0 

32.00 

17.00 

a22.77 

21.00 

13.88 

Bl5w96 

1871-72. 

i 

1872-73. 

1873-74. 

September 

20.25 

18.50 

19.38 

21.25 

18.00 

19.63 

19.00 

17.00 

IS.  00 

October 

19.88 

18.13 

19.01  1 

19.50 

18.75 

19.13 

18.75 

15.88 

17.32 

November 

18.88 

17.88 

18.38  1 

19.38 

18.38 

18.88 

16.63 

14.38 

1&51 

December 

19.75 

18.50 

19.13 

19.88 

18.88 

19.38 

16.88 

15.76 

16.32 

January 

22.00 

19.60 

20.75 

20.00 

19.38 

19.69 

16.75 

15.75 

16.25 

February 

22.38 

21.88 

22.13  i 

19.88 

19.38 

19.63 

16.25 

15.75 

16.00 

March 

22.50 

21.75 

22.13 

19.50 

18.50 

19.00 

16.63 

15.50 

16.07 

April 

23.13 

22.50 

22.82 

19.25 

18.50 

18.88 

17.60 

16.38 

16.94 

May 

23.50 

22.88 

23.19 

18.38 

18.13 

18.26 

18.00 

17.88 

17.66 

June 

25.25 

24.00 

24.63  ' 

18.75 

18.25 

18.50 

17.76 

16.88 

17.32 

July 

24.50 

22.25 

23.38 

18.75 

18.63 

18.69 

17.00 

16.75 

16.^ 

Augijst 

20.  C3 

19.63 

20.13 

18.75 

18.50 

18.63 

16.88 

16.63 

16.76 

Extremes.. 

25.25 

17.88 

o  21. 2& 

1 

21.25 

18.00 

a  19. 03 

19.00 

14.38 

al6.7« 

16.88 

1874-75. 

1 
I 

1875-76. 

1876-77. 

September 

14.63 

15.76 

14.38 

12.88 

13.63 

11.00 

10.50 

ia75 

Octolxjr 

14.75 
14.50 

14.13 
14.13 

14.44  1 
14.32 

13.50 
12. 75 

12.75 
12.50 

13.13 
12.63 

11.00 
12.00 

10.25 
11.00 

10.63 

November 

n.5o 

December 

14.25 

13.88 

14.07 

12.  ta 

12.50 

12.57 

12.13 

n.38 

1L76 

Jun'iiiry. , . 

14.88 
15.75 

14.00 
14.88 

14.44 
15.32 

12,50 
12.38 

12.25 
12.25 

12.38 
12.32 

12.88 
12.25 

12.25 
11.75 

12.57 

February 

12.00 

March 

16.00 
16. 13 

15.63 
1&63 

15.82 
15.88 

13.25 

12.88 

12.26 
12.00 

12.75 
12.44 

11.88 
11.50 

11.00 
10.88 

n.44 

April 

11.19 

May 

15.75 

16.13 

15.44 

12.00 

11.38 

U.69 

11.00 

10.50 

10.75 

June 

15.50 

15.00 

15.25 

11.75 

U.38 

11.57 

11.38 

10.75 

11.07 

July 

15.38 

14.25 

14.82  , 

11.38 

11.25 

11.32 

n.38 

11.13 

11.26 

August 

14.63 

14.13 

14.38 

11.88 

11.00 

11.44 

11.13 

10.13 

10.63 

1 
Extremes.. 

16.88 

13.88 

a  15. 00 

1 

14.38 

11.00 

a  12. 32 

12.88 

10.13 

all. 30 

a  Average  of  means. 
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Table  38.— HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY, 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  1909— Continued. 


Month. 


September 

October 

November 

December 

January 

February 

March 

April 

May 

Juno 

July 

August 

Extremes 


Highest. 


Lowest. 


Mean. 


1877-78. 


Highest. 


Lowest. 


Mean. 


1878-79. 


Highest. 


Lowest. 


1879-80. 


11.13 
U.38 
10.88 
11.13 
10.88 
10.63 
10.75 
10.25 
11.00 
11.25 
11.25 
11.38 


10.13 
10.75 
10.50 
10.75 
10.63 
10.50 
10.13 
10.00 
10.26 
11.00 
11.00 
11.00 


10.63 
n.07 
10.69 
10.94 
10.76 
10,57 
10.44 
10.13 
10.63 
11.13 
11.13 
11.19 


11.00 

10.25 

9.50 

9.25 

9.38 

9.63 

10.13 

11.38 

13.13 

12.75 

12.00 

11.50 


10.38 

9.38 

8.88 

8.38 

9.13 

9.25 

9.13 

10.25 

11.38 

11.88 

11.13 

10.50 


11.38 


10.00 


a  10. 78 


13.13 


1880-^1. 


September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August 

Extremes.. 


1L75 
11.38 
12.00 
11.75 
11.63 
n.38 
11.00 
10.63 
10.50 
10.75 
11.88 
12.25 


10.88 
10.88 
10.76 
n.38 
1L38 
1L13 
10.50 
10.25 
10.13 
10.50 
10.75 
11.00 


12.25 


10.13    a  11. 11 


1881-82. 


1882-«3. 


n.32 

11.38 

11.13 

11.38 

11.38 

n.50 

11.57 

1L63 

11.51 

11.63 

11.26 

11.63 

10.75 

12.00 

10.44 

12.00 

10.32 

12.13 

10.63 

12.60 

11.32 

12.88 

11.63 

12.75 

n.oo 

10.88 
1L13 
U.38 
11.38 
1L25 
11.50 
12.00 
12.00 
12.00 
12.60 
12.38 


11.19 
11.13 
1L32 
11.51 
11.51 
n.44 
11.75 
12.00 
12.07 
12.25 
12.69 
12.57 


12.50 

11.25 

10.25 

10.00 

9.88 

9.94 

9.75 

9.88 

10.25 

10.13 

9.81 

9.75 


12.88 


10.88 


an.  79 


12.60 


1L38 
10.38 
9.75 
9.69 
9.56 
9.63 
9.50 
9.38 
10.00 
9.81 
9.56 
9.63 


Mean. 


10.69 

n.63 

10.13 

10.88 

9.82 

10.75 

9.75 

10.25 

9.19 

11.75 

10.50 

11.13 

8.82 

12.25 

11.60 

n.88 

9.26 

12.50 

11.88 

12.19 

9.44 

13.00 

12.  f  3 

12.82 

9.63 

13.00 

12.50 

12.75 

10  82 

12.63 

11.75 

12.19 

12.26 

11.75 

1L25 

11.50 

12.32 

11.75 

11.26 

11.60 

n.57 

11.75 

11.25 

11.50 

n.oo 

n.75 

11.38 

n.67 

a  10. 40 

13.00 

9.75 

all.68 

n.94 

10.82 
10.00 
9.85 
9.72 
9.79 
9.63 
9.63 
10.13 
9.97 
9.69 
9.09 


9.38      al0.07 


1883-84. 

1884-85. 

9.50 
9.38 
9.00 
8.88 
8.76 
8.69 
8.75 
8.94 
9.00 
8.88 
9.19 
9.19 

1885-86. 

September 

October 

10.31 
10.60 
10.31 
10.19 
10.50 
10.50 

n.i3 

n.75 
11.63 
n.38 

n.oo 

11.75 

9.63 
10.19 
10.00 

9.88 
10.25 
10.31 
10.44 
11.13 
11.38 
11.00 
10.69 
10.50 

9.97 
10.44 
10.16 
10.04 
10.38 
10.41 
10.79 
11.44 
11.61 
11.19 
10.86 
11.13 

10.75 
9.94 
10.13 
10.50 
10.63 
10.60 
10.63 
10.63 
10.50 
10.44 
10.00 
9.75 

9.75 

9.44 

9.50 

10.06 

10.31 

10.50 

10.50 

10.13 

10.19 

9.94 

9.75 

9.50 

10.25 

9.60 

9.82 

10.28 

10.47 

10.60 

10.67 

10.38 

10.35 

10.19 

9.88 

9.63 

9.13 
9.00 
8.88 
8.63 
8.56 
8.19 
8.25 
8.60 
8.81 
8.88 
9.00 
8.94 

9.32 
9.19 

November 

December 

January 

8.94 
8.76 
8.66 

February 

March 

8.44 
8.60 

April 

8.82 

May 

8.91 

i^tmj  ............. 

June 

8.88 

July 

9.10 

August 

9.07 

Extremes.. 

11.75 

9.63 

a  10. 60 

10.76 

9.44 

a  10. 18 

9.50 

8.19 

08.88 

a  Average  of  means 
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Table  38.— HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY. 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  1900-Contliiued. 


Month. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

4886-87. 

1887-^. 

September 

October 

9.38 

9.25 

8.75 

9.13 

9.06 

9.13 

10.06 

10.38 

10.63 

10.75 

10.44 

9.50 

&88 

8.56 

8.50 

8.69 

8.88 

8.88 

9.13 

10.06 

10.38 

10.44 

9.50 

9.19 

9.13 

&91 

8.63 

8.91 

8.97 

9.01 

9.60 

10.22 

10.51 

10.60 

9.97 

9.35 

9.13 
9.13 
9.81 
9.88 
9.88 
9.88 
9.88 
9.50 
9.50 
9.75 
10.13 
10.13 

8.81 
8.76 
9.13 
9.69 
9.76 
9.81 
9.38 
9.38 
9.50 
9.^ 
9.75 
9.63 

&97 
8.94 
9.47 
9.79 
9.82 
9.85 
9.63 
9.44 
9.50 
9.57 
9.94 
9.88 

laoo 

9.75 

9.63 

9.60 

9.63 

9.76 

9.94 

10.63 

10.76 

10.88 

11.00 

U.I3 

9.63 

9.25 

9.31 

9.38 

9.38 

9.50 

9.75 

9.94 

10.63 

10.75 

ia88 

11.00 

9.82 

9.50 

November. 

December 

9.47 
9.44 
9.51 

February 

Mareh 

9.63 
9. 85 

April 

]a29 

May 

10.69 

June 

10.83 

July 

10.94 

August 

1L07 

Extremes.. 

10.75 

8.50 

a9.48 

10.13 

8.75 

«9.57 

n.i3 

9.25 

•  10.09 

1880-90. 

September 

October 

10.88          10.25 
10.06  1         0.44 

November 

December 

9.60 
0.69 
10.69 
10.60 
11.00 
11.60 
11.88 
11.88 
11.75 
11.75 

0.56 
0.63 
0.63 

February 

March 

10.38 
10.60 

April 

11.00 

May 

11.56  1 

June 

11.44 

11.44 

July 

August 

10.38  > 

Extremes. . 

11.88 

9.44 

• 

1800-4)1. 

1891-92. 

10.57 

10.25 

0.75 

10.00 

8.60 

8.00 

8.25 

0.75 

10.06 

0.60 

9.88 

8.38 

7.94 

8.16 

0.63 

0.56 

0.06 

9.31 

7.88 

7.38 

7.63 

0.66 

0.13 

8.81 

8.97 

7.60 

7.00 

7.25 

10.16 

0.31 

8.04 

9.13 

7.19 

6.81 

7.00 

10.54 

0.06 

8.75 

8.91 

6.88 

6.50 

6.69 

10.85 

8.75 

&63 

8.69 

6.50 

6.25 

&38 

11.35 

8.60 

8.31 

8.50 

7.00 

6.38 

6.69 

11.72 

8.38 

8.31 

&35 

7.19 

7.00 

7.10 

11.66 

8.25 

7.88 

8.07 

7.60 

7.06 

7.28 

11.60 

7.04 

7.75 

7.85 

7.19 

7.00 

7.10 

11.07 

8.00 

7.63 

7.82 

7.19 

6.94 

7.07 

10.71 

10.25 

7.63 

a8.79 

8.60 

6.25 

«7.22 

1892-03. 

1893-«4. 

1804-95. 

September 

October 

7.44 
7.81 
0.88 
0.60 
0.63 
0.25 
0.00 
8.19 
*7.63 
7.88 
7.75 
7.63 

6.04 
7.44 
7.60 
0.31 
0.10 
8.81 
8.31 
7.44 
7.25 
7.31 
7.44 
6.81 

7.10 
7.63 
8.70 
0.50 
0.41 
0.03 
8.66 
7.82 
7.44 
7.60 
7.60 
7.22 

8.10 
8.13 
7.75 
7.56 
7.75 
7.44 
7.31 
7.31 
7.06 
7.13 
6.88 
6.63 

7.31 
7.63 
7.44 
7.13 
7.31 
7.06 
7.13 
7.00 
6.81 
6.88 
6.63 
6.44 

7.76 
7.88 
7.60 
7.36 
7.53 
7.25 
7.22 
7.16 
6.04 
7.01 
6.76 
6.54 

6.50 
5.76 
6.60 
6.31 
6.10 
6.10 
6.88 
6.38 
7.00 
7.00 
6.75 
7.00 

5.69 
5.10 
4.88 
5.06 
5.00 
6.00 
5.06 
5.75 
6.10 
6.63 
6.50 
6.56 

6.10 
5.47 

November 

December 

5.19 
6.19 
5.10 

February 

March 

5.10 
5.47 

April 

&07 

May 

6u60 

Jflnp 

&82 

Jtlly 

6w63 

AxigiiAt 

7.18 

Extremes.. 

0.88 

6.81 

0  8.16 

8.10 

6.44 

a7.25 

7.00 

4.88 

a5.91 

a  Average  of  means. 
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Table  88.— HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY, 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  1909— Continued. 


September 

October , 

November , 

December , 

January 

February , 

March 

April 

May 

June 

July 

August 

Extremes 


1901-02. 

8.63 

7.94 

8.29 

8.31 

7.44 

7.88 

7.44 

7.25 

7.36 

8.06 

7.38 

7.72 

8.00 

7.81 

7.91 

8.19 

7.81 

8.00 

8.63 

8.25 

8.44 

9.76 

8.56 

9.16 

9,75 

9.13 

9.44 

9.31 

8.94 

9.13 

9.06 

8.63 

8.85 

8.63 

8.31 

8.47 

9,75 

7.26 

08.39 

1902-03. 


8.63 

8.38 

8.00 

8.38 

8.88 

9.88 

9.88 

10.19 

11.69 

13.63 

13.63 

13.26 


13.63 


8.19 

8.00 

7.63 

7.94 

8.44 

8.88 

9.56 

9.75 

10.19 

11.69 

12.63 

12.50 


7.63 


1903-04. 


Month. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

Highest. 

Lowest. 

Mean. 

1895-96. 

1896-97. 

7.06 

6.13 

5.50 

5.38 

5.38 

6.69 

5.75 

5.81 

6.06 

6.06 

5.88' 

5.09 

1897-98. 

• 

September 

October 

November. 

December 

jAnnarv ...,,.... 

8.75 
9.19 
8.63 
8.19 
8.00 
8.00 
7.81 
7.75 
7.75 
7.38 
6.81 
8.00 

7.56 
8.31 
8.06 
7.75 
7.81 
7.50 
7.38 
7.63 
7.38 
6.81 
6.50 
6.81 

8.16 
8.75 
8.35 
7.97 
7.91 
7.75 
7.60 
7.60 
7.57 
7.10 
6.66 
7.41 

8.13 
7.63 
7.50 
7.38 
7.00 
•    7.19 
7.19 
7.66 
7.56 
7.63 
7.81 
7.69 

7.63 
7.13 
7.19 
6.69 
6.88 
6.60 
6.94 
6.94 
7.31 
7.38 
7.63 
7.06 

7.88 
7.38 
7.36 
7.04 
6.94 
6.94 
7.07 
7.25 
7.44 
7.51 
7.72 
7.38 

6.06 
5.50 
5.25 
5.26 
5.19 
5.25 
5.44 
6.56 
5.69 
5.94 
6.63 
5.38 

6.56 
5.82 
5.38 
6.32 
5.29 

February 

March 

5.47 
6.60 

April 

5.69 

May 

5.88 

mmm^imj   ............. 

June , 

July 

6.00 
5.76 

August 

6.54 

Extremes.. 

9.19 

6.60 

a  7. 74 

8.13 

6.60 

«7.33 

7.06 

.  5.19 

a5.60 

1896-99. 

1899-1900. 

r 

1900-01. 

September 

October 

5.38 
5.00 
5.06 
5.25 
5.75 
6.00 
6.06 
5.76 
5.88 
6.75 
5.81 
5.94 

4.88 
4.81 
4.76 
5.00 
5.19 
5.75 
5.69 
5.63 
5.69 
5.50 
5.63 
6.75 

5.13 
4.91 
4.91 
5.13 
5.47 
5.88 
5.88 
5.69 
5.79 
5.63 
5.72 
5.85 

6.50 
6.94 
7.44 
7.50 
7.76 
9.00 
9.44 
9.50 
9.50 
9.81 
10.25 
10.25 

6.76 
6.75 
6.88 
7.19 
7.25 
7.88 
9.00 
9.13 
8.81 
8.81 
9.88 
9.38 

6.13 
6.85 
7.16 
7.36 
7.60 
8.44 
9.22 
9.32 
9.16 
9.31 
10.07 
9.82 

11.13 
10.38 
9.88 
9.81 
9.69 
9.31 
9.06 
8.31 
8.00 
8.44 
8.44 
8.94 

9.38 
8.81 
9.00 
9.25 
9.31 
9.06 
7.94 
8.00 
7.56 
7.75 
&13 
8.00 

10.26 
9.60 

November 

December 

9.44 
9.53 
9.50 

February 

March 

9.19 
8.50 

April 

8.16 

May 

7.78 

June 

8.10 

July 

8.29 

August 

&47 

Extremes.. 

6.  do 

4.75 

a&50 

10.25 

5.75 

08. 36 

11.13 

7.66 

08.90 

8.41 

8.19 

7.82 

8.16 

8.66 

9.38 

9.72 

9.97 

10.94 

12.66 

13.13 

12.88 


09.99 


12.38 
10.25 
11.19 
13.63 
15.94 
16.44 
16.00 
15.31 
13.88 
12,38 
11.13 
n.38 


16.44 


9.75 
9.13 

9.88 

n.60 

13.00 

13.25 ; 

14.38  I 

13.88 

12.  r.3 

10.69 

10.50 

10.25 


9.13 


11.07 
9.69 
10.64 
12.57 
14.47 
14.85 
15.19 
14.60 
13.26 
11.64 
10.82 
10.82 


o  12. 46 


o  Average  of  means. 


816        COTTON   EXCHANGES — EFFECT  OF  FUTURE  CONTRACTS. 


Table  38.— HIGHEST,  LOWEST,  AND  MEAN  PRICES  OF  MIDDLING  COTTON,  MONTHLY 
AT  NEW  ORLEANS,  SEPTEMBER,  1827,  TO  AUGUST,  1909-Continued. 


Month. 


September 

October 

November 

December 

January 

February , 

March 

April 

May 

Jane 

July 

August 

Extremes 


Highest. 


Lowest. 


Mean. 


Highest. 


Lowest.  I  Mean. 


1904-05. 


1905-06. 


U.19 

10.19 

9.75 

8.56 

7.00 

7.75 

7.09 

7.50 

8.75 

9.75 

1L13 

10.63 


11.19 


I 


10.00 
9.50 
8.88 
6.50 
6.63 
7.00 
7.19 
7.19 
7.44 
8.19 
9.75 

10.31 


10.60 
9.85 
9.32 
7.53 
6.82 
7.38 
7.44 
7.35 
8.10 
8.97 
10.44 
10.47 


10.50 
10.69 
ll.r.3 
12.13 
11.75 
10.88 
1L25 
11.44 
1L44 
11.13 
1L13 
10.63 


6.50 


a  8. 69 


12.13 


10.06 

9.75 

10.75 

n.38 

n.i9 

10.56 
10.50 
n.l3 
11.00 
10.81 
10.63 
9.19 


9.19 


10.28 
10.22 
U.19 
1L76 
11.47 
10.72 
10.88 
n.29 
n.22 
10.97 
10.88 
9.91 


Highest.  ,  Lowest. 


Mean. 


190&-O7. 


a  10. 90 


9.38 
U.38 
11.3S 
U.38 
10.56 
1G.63 
11.06 
11.38 
12.50 
13.00 
13.13 
13.56 


13.56 


9.13  > 
9.69  I 
9.  €3 
10.13 
10.25 
10.44 
10.63 
10.50 
1L50  ' 
12.50  ' 
12.63 
12.76 


9.i". 
10.54 
10.51 
10.711 
10,41 
10.54 
10  %5 
10. 'A 
liUiJ 
12.75 
12.88 
13.16 


9.13      a  11. 2 


Month. 

1907-08. 

1908-09. 

Highest. 

Lowest. 

U.50 

10.31 

10.63 

11.13 

11.38 

11.38 

10.50 

9.81 

9.94 

11.38 

10.38 

9.13 

Mean. 

Highest. 

Lowest. 

1 

1  Mean. 

Septomtxjr 

13.56 
11.63 
11.38 
11.88 
12.25 
11.88 
11.38 
10.  .50 
11.50 
11.88 
11.38 
10.38 

13. 5('> 

12.53 
10.97 
11.01 
11.51 
11.82 
U.f3 
10.94 
10.16 
10.72 
11.C3 
10.88 
9.76 

9.19 

9.00 

9.06 

8.94 

9.G3  ! 

9.50 

9.50 

10.31 

11.00 

11.60 

12.  C3 

12.  £0 

9.00 

8.75 

8.88 

8.69 

8.88 

9.31 

9.25 

9.44 

10.19 

10.88 

11.50 

12.13 

9.10 

Octol)er 

R.J* 

No  veml)or 

g.97 

December 

§.« 

Jannnry _ .  . 

9.% 

February 

9.41 

March 

9.3S 

April 

9.S8 

Mav 

10.  fO 

June 

11.19 

July 

12.07 

August 

12.  ?2 

_ 

Extromos 

9.13 

all. 13 

12.63 

&69 

<i9,99 

a  Average  of  means. 
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Table  39.— FLUCTUATIONS  IN  SPOT  PRICE  OF  MIDDLING  COTTON  AT  NEW  ORLEANS, 
1828-1909,  AS  SHOWN  BY  COMPARISON  OF  HIGHEST  AND  LOWEST  MONTHLY  MEAN 
PRICES  OF  EACH  YEAR,  AND  ANNUAL  AVERAGES  OF  MONTHLY  MEANS. 

[Cents  per  pound.] 


Year 

ended 

Aug.  31— 

Highest 

monthly 

mean 

price. 

Lowest 

monthly 

mean 

price. 

Fluctua- 
tion. 

Aimual 
average 

of 

monthly 

means. 

Year 

ended 

Aug.  31— 

Highest 

monthly 

mean 

price. 

Lowest 

monthly 

mean 

price. 

Fluctua- 
tion. 

Annual 
average 

of 

monthly 

means. 

1828 

10.75 

8.76 

2.00 

9.90 

1889 

32.75 

23.25 

9.50 

27.50 

1829 

10.25 

8.63 

L62 

•   9.35 

1870 

29.26 

17.63 

11.62 

22.77 

1830 

9.38 

8.25 

L13 

8.93 

1871 

20.38 

14.32 

6.06 

15.96 

1831 

10.38 

7.63 

2.76 

8.40 

1872 

24.63 

18.38 

6.25 

21.26 

1832 

9.50 

8.13 

1.37 

8.78 

1873 

19.69 

18.26 

1.43 

19.03 

1833 

n.75 

9.38 

2.37 

10.24  < 

1874 

18.00 

15.51 

2.49 

16.76 

1834 

17.50 

9.75 

7.75 

11.83 

1875 

15.88 

14.07 

1.81 

15.00 

1835 

18.50 

11.75 

6.75 

15.50 

1876 

13.63 

11.32 

2.31 

12.33 

1836 

16.00 

13.75 

2.25 

14.93 

1877 

12.57 

10.63 

L94 

11.30 

1837 

15.00 

9.50 

5.50 

13.00 

1878 

1L19 

10.13 

1.06 

10.78 

1838 

9.75 

8.25 

1.50 

8.85 

1879 

12.32 

8.82 

3.50 

10.40 

1830 

14.25 

8.50 

5.75 

12.14 

1880 

12.82 

10.25 

2.67 

11.68 

1840 

10.38 

6.50 

3.88 

8.05 

1881 

11.63 

10.32 

L31 

11.11 

1841 

10.25 

8.25 

2.00 

9.11 

1882 

12.60 

11.13 

1.56 

11.79 

1842 

8.50 

6.50 

2.00 

7.50 

1883 

11.94 

9.63 

2.31 

10.07 

1843 

6.75 

4.88 

1.87 

6.78  ' 

1884 

11.51 

9.97 

1.54 

10.60 

1844 

8.69 

6.63 

2.06 

7.43 

1885 

10.60 

9.63 

.97 

10.18 

1845 

6.19 

4.60 

1.50 

6.61 

1886 

9.32 

8.44 

.88 

8.88 

1846 

7.26 

6.44 

.82 

6.79 

1887 

10.60 

8.63 

1.97 

9.48 

1847 

10.75 

7.63 

3.12 

9.86  1 

1888 

9.94 

8.94 

LOO 

9.57 

1848 

10.57 

5.25 

5.32 

6.70  ' 

1880 

11.07 

9.44 

L63 

10.09 

1849 

9.00 

5.07 

3.93 

6.40 

1890 

11.72 

9.63 

2.09 

10.71 

1850 

12.44 

9.50 

2.94 

U.02  ■ 

1891 

10.00 

7.82 

2.18 

8.79 

1851 

13.19 

6.75 

6.44 

10.61 

1892 

8.25 

6.38 

1.87 

7.22 

1852 

9.50 

7.13 

2.37 

8.01 

1893 

9.50 

7.19 

2.31 

8.16 

1853 

10.50 

8.44 

2.06 

9.49 

1894 

7.88 

6.54 

L34 

7.25 

1864 

10.63 

7.75 

2.88 

8.88 

1895 

7.13 

5.10 

2.03 

5.91 

1855 

n.25 

7.88 

3.37 

9.03 

1896 

8.75 

6.66 

2.09 

7.74 

1856 

10.75 

8.51 

2.24 

9.53 

1897 

7.88 

6.94 

.94 

7.33 

1857 

15.00 

11.38 

3.62 

12.96 

1898 

6.56 

5.29 

1.27 

6.69 

1858 

15.63 

9.13 

6.50 

1L32 

1899 

5.88 

4.91 

.97 

5.50 

1859 

12.07 

n.oo 

L07 

11.51 

1900 

10.07 

6.13 

3.94 

8.36 

1860 

11.38 

10.25 

L13 

10.81 

1901 

10.26 

7.78 

2.48 

8.90 

1861 

12.50 

10.26 

2.24 

10.97 

1902 

9.44 

7.35 

2.09 

8.39 

1862a.... 

1903 

1904 

1905 

13.13 
15.19 
10.60 

7.82 
9.69 
6.82 

5.31 
6.50 
3.78 

1863a.... 

12.45 

1864 

171.00 

56.25 

114.75 

90.80 

8.69 

1865 

175.50 

33.00 

142.50 

81.71 

1906 

11.76 

9.91 

1.85 

10.90 

1866 

53.00 

35.00 

18.00 

43.38 

1907 

13.16 

9.26 

3.90 

11.22 

1867 

39.50 

26.25 

13.25 

31.04 

1908 

12.53 

9.76 

2.77 

U.13 

1868 

31.25 

14.75 

16.50 

• 

23.56 

1909 

12.32 

8.82 

3.60 

9. 99 

o  No  record. 
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Part  v.— INFL.UENCE    OF   PRODUCERS'    ORGANIZA- 
TIONS ON  PRICES  OF  COTTON. 


CHAPTER  I. 
DESCRIPTIOH  OF  PRnTCIPAL  OROANIZATIOHS. 

Section  1.  Introductory. 

The  resolution  in  response  to  which  this  investigation  was  con- 
ducted, in  addition  to  requesting  an  inquiry  into  the  effect  of  the 
future  contracts  of  cotton  exchanges  upon  prices  of  spot  cotton,  also 
called  for  investigation  as  to  whether  fluctuations  in  prices  had  been 
due  to  any  combination  or  conspiracy  in  restraint  of  trade.  From 
the  discussion  accompanying  the  adoption  of  the  resolution  it 
appeared  that  this  clause  had  particular  reference  to  organizations  of 
producers. 

The  principal  organizations  of  cotton  producers  that  have  at- 
tempted in  recent  years  to  exert  any  real  influence  upon  prices  of 
cotton  are  The  Farmers'  Educational  and  Cooperative  Union  of 
America  and  the  Southern  Cotton  Association.  There  are,  of  course, 
numerous  other  agricultural  organizations,  but  these  are  the  only 
ones  that  have  been  actively  concerned  with  the  regulation  of  cotton 
prices.  In  November,  1908,  a  new  cotton  association,  known  as  the 
National  Cotton  Association,  was  tentatively  organized  at  Memphis, 
Tenn.,  its  chief  purpose  being  to  devise  means  for  securing  remunera- 
tive prices  for  cotton.  Nothing  has  been  done  since  tliis  Memphis 
meeting,  however,  to  perfect  this  organization.  Moreover,  the 
Southern  Cotton  Association  is  at  the  present  time  in  a  practically 
defunct  condition,  so  that  the  only  active  organization  of  cotton  pro- 
ducers concerned  with  the  regulation  of  prices  is  The  Farmers'  Edu- 
cational and  Cooperative  Union  of  America." 

Section  2.  The  Fanners'  Union. 

The  Farmers'  Union  probably  represents  the  most  comprehensive 
movement  ever  undertaken  by  farmers  to  control  the  production  and 
marketing  of  their  crops.     The  movement  had  its  beginnings  in  the 

o  Hereafter  this  organization  will  be  referred  to  as  the  Farmers'  Union,  except  where 
the  full  title  is  necessary  for  technical  reasons. 
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early  part  of  1902  in  the  organization  of  several  local  unions  in  Texas. 
In  August  of  that  year  appUcation  was  made  for  a  charter  under  the 
laws  of  that  State.  During  the  next  few  years  organizations  of  the 
union  were  perfected  in  several  other  States,  and  in  December,  1905, 
a  convention  of  union  interests  was  held  at  Texarkana,  Tex.,  for  the 
organization  of  a  national  union  in  accordance  with  the  provisions 
of  the  orginal  Texas  charter  and  of  the  original  constitution.  At  the 
present  time  the  union  is  operating  in  the  following  States:  Alabama, 
Arkansas,  CaUfomia,  Colorado,  Florida,  Georgia,  Idaho,  Illinois, 
Iowa,  Kansas,  Kentucky,  Louisiana,  Mississippi,  Missouri,  Nebraska, 
New  Mexico,  North  CaroUna,  Oklahoma,  Oregon,  South  Carolina, 
Texas,  Virginia,  and  Washington. 

It  will  be  noted  that  the  union  does  not  confine  its  activities  to  the 
cotton  belt.  Instead,  it  has  a  rather  strong  foothold  in  some  of  the 
Western  States,  especially  in  California.  In  this  report,  however, 
no  attention  is  paid  to  the  activities  of  the  union  except  as  they  bear 
upon  the  problem  at  issue,  namely,  their  influence  upon  prices  of 
cotton. 

Purposes  of  the  union. — The  purposes  of  the  union  were  defined 

in  its  charter  substantially  as  follows: 

The  purpose  for  which  it  is  formed  is  to  organize  and  charter 
subordinate  unions  at  various  places  in  Texas  and  the  United 
States,  to  assist  them  in  marketing  and  obtaining  better  prices 
for  their  products,  for  fraternal  purposes,  and  to  cooperate  with 
them  in  the  protection  of  their  interest,  to  initiate  members  and 
collect  a  fee  therefor. 

This  brief  statement  of  the  purposes  of  the  union  was  amplified  in 
a  preamble  to  the  constitution  adopted  at  Texarkana,  Tex.,  on  Sep- 
tember 5,  1906.  Tliis  preamble  in  so  far  as  it  is  pertinent  to  this 
discussion  was  as  follows: 

Speculators  and  those  engaged  in  the  distribution  of  farm 
products  have  organized  and  operate  to  the  great  detriment  of 
the  farming  class. 

To  enable  farmers  to  meet  these  conditions  and  protect  their 
interest,  we  have  organized  the  Farmers*  Educational  and  Coop- 
erative Union  of  America,*  and  declare  the  following  purposes: 

To  estabhsh  justice.     *     *     * 

To  discourage  the  credit  and  mortgage  system. 

To  assist  our  members  in  buying  and  selling. 

To  educate  the  agricultural  class  in  scientinc  farming. 

To  teach  farmers  the  classification  of  crops,  domestic  economy, 
and  the  process  of  marketing. 

To  systematize  methods  of  production  and  distribution. 

To  eliminate  gambling  in  farm  products  by  boards  of  trade, 
cotton  exchanges,  and  other  speculators. 

To  bring  farmei*s  up  to  the  standard  of  other  industries  and 
business  enterprises. 

To  secure  and  maintain  profitable  and  uniform  prices  for  grain, 
cotton,  live  stock,  and  other  products  of  the  farm. 
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The  general  tenor  of  this  preamble  is  in  itself  suggestive  of  the  char- 
acter of  the  organization,  in  that  it  sharply  distinguishes  it  from  the 
modem  business  corporation.  It  will  be  noted,  however,  that  one  of 
the  stated  objects  of  the  union,  and  one  of  prime  importance,  was — 

To  secure  and  maintain  profitable  and  uniform  prices  for  grain, 
cotton,  Uve  stock,  and  other  products  of  the  farm. 

Moreover,  the  constitution  of  the  national  union  makes  specific 
mention  of  price  regulation,  as  may  be  seen  from  section  6  of  Article 
III,  which  follows: 

The  National  Unioriy  when  assembled,  shall  adopt  and  declare 
minimum  jyrices  on  all  farm  products  which  may  be  considered 
sufficiently  in  control  of  the  membership  to  give  rea^sonable  grounds 
for  hoping  to  maintain  said  prices;°^  mav  make  its  own  rules  and 
regulations  governing  the  actions  of  the  body,  and  make  such 
amendments  to  by-laws  as  deemed  advisable;  provided,  that  all 
amendments  shall  be  submitted  in  writing  and  passed  by  two- 
thirds  vote  of  the  delegates  present,  and  thereafter  must  be  sub- 
mitted to  a  referendum  vote  of  the  entire  membership,  to  be 
voted  on  within  not  less  than  thirty  nor  more  than  sixty  days 
after  adjournment  of  the  National  Union,  and  must  be  ratified 
by  majority  of  all  votes  cast  before  becoming  effective.  A  uni- 
form date  shall  be  provided  by  the  board  of  mrectors  for  holding 
such  elections.'' 

In  line  with  this  poUcy,  the  union  has  committees  on  minimum 
price  for  short-staple  cotton,  on  minimum  price  for  long-staple  cotton, 
and  on  minimum  prices  for  sirup,  sugar,  rice,  and  other  products. 

It  will  be  seen,  therefore,  that  the  Farmers'  Union  was  designed  to 
exert  an  important  influence  on  the  price  of  cotton  as  well  as  of  other 
products.  It  should  not  be  understood,  however,  that  the  regulation 
of  prices  is  the  only  function  or  purpose  of  the  Farmers'  Union. 
Instead,  the  policy  of  the  union  embraces  a  variety  of  features,  such  as 
cooperative  purchases  of  supplies,  the  operation  of  cooperative  ware- 
houses, fertiUzer  plants,  and  gins,  and  similar  enterprises.  The  union 
furthermore  has  many  purely  fraternal  and  social  features.  The  only 
poUcies  of  the  organization  with  which  this  report  is  concerned,  how- 
ever, are  those  bearing  upon  prices  of  cotton,  and  no  attempt  is  made 
to  present  a  description  of  other  functions. 

An  official  of  the  Tennessee  state  union,  in  speaking  of  the  purposes 
of  the  national  organization,  said,  in  substance : 

The  union  proposes  to  market  the  cotton  crop  through  the 
entire  year.  They  are  building  warehouses  where  they  can 
keep  their  cotton  until  the  spinner  needs  it.  The  world  wants 
in  round  numbers  a  milUon  bales  of  American  cotton  a  month, 
but  during  three  months  of  the  year  five  or  six  milhon  bales  are 

a  Italics  by  Bureau. 

6  C.  S.  Barrett.     Mission,  History,  and  Times  of  the  Farmers'  Union,  p.  1 13. 
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thrown  on  the  market.  The  union  wishes  only  to  keep  a  steady, 
constant  market.  It  is  not  the  purpose  of  the  union  to  injure 
anyone,  but  only  to  save  its  members  from  injury. 

Form  op  organization. — The  scheme  of  organization  includes, 
first,  a  central  national  body  and  an  organization  for  each  State;  also, 
as  subsidiary  to  these  state  organizations,  a  local  organization  for 
each  county^,  with  still  further  subdivisions  called  local  unions.  The 
state  organizations  are  usually  known  as  " divisions''  of  the  union. 
Thus,  the  Farmers'  Union  of  Texas  is  ofiicially  styled  "Farmers' 
Educational  and  Cooperative  Union  of  America,  Division  of  Texas." 
The  constitutions  and  purposes  of  these  state  organizations,  as  well 
as  those  of  the  local  organizations,  are  similar  to  those  of  the  national 
body.  The  Texas  division  of  the  union,  however,  in  adopting  an 
amended  constitution  in  1907,  omitted,  both  in  the  constitution  and 
in  the  preamble,  any  specific  reference  to  the  maintenance  of  mini- 
mum prices. 

The  Farmers'  Union  is  most  strongly  organized  in  the  State  of 
Texas.  A  representative  of  the  Texas  division  of  the  union  stated 
in  February,  1909,  that  there  were  over  5,000  local  unions  in  that 
State  and  over  120  district  unions.  The  union  was  organized  in  157 
counties  in  Texas  at  that  time.  Other  States  in  which  the  member- 
ship is  relatively  large  are  Oklahoma,  Arkansas,  Georgia,  Mississippi, 
and  Louisiana. 

Membership. — The  union  does  not  have  an  accurate  record  of 
its  membersliip.  In  September,  1907,  at  a  convention  of  the  union 
at  Little  Rock,  the  secretary  reported  an  active  membership  of 
935,837,  an  increase  for  the  year  of  339,250.  The  Farmers'  Union 
News,  the  official  organ  of  the  union,  claimed  in  April,  1908,  a  member- 
ship of  2,400,000.  The  president  of  the  union  stated  in  February, 
1909,  that  over  3,000,000  members  had  been  actually  initiated;  a 
number  of  these  had,  however,  since  withdra\^Ti.  Estimates  of  the 
active  membership  of  the  union  by  officers  in  the  early  part  of  1909 
placed  the  total  at  about  2,500,000,  of  whom  about  2,000,000  were 
in  the  cotton-growing  States.  The  largest  membership  is  in  Texas, 
where  approximately  300,000  members  are  said  to  have  been 
initiated. 

The  union  aims  to  restrict  its  membership  substantially  to  pro- 
ducers of  farm  products.  A  few  excepted  classes  Uke  coimtry 
ministers,  physicians,  and  teachers  are  admitted,  but  the  union  has 
endeavored  to  exclude  merchants  and  middlemen  generally,  as  well 
as  bankers. 

Method  op  operation. — The  union  is  a  secret  organization,  with 
signs  and  passwords.  In  the  main,  however,  its  policies  with  regard 
to  matters  affecting  the  public  interest,  such  as  the  naming  of  mini- 
mum prices  and  reduction  of  acreage,  have  been  made  public  in  an 
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official  manner,  and  in  those  cases  where  the  action  of  the  union  on 
such  matters  has  been  withheld  from  publication  it  has  not  long 
remained  a  secret. 

The  national  organization  asserts  that  it  does  not  dictate  the 
policy  of  the  subsidiary  unions,  but  simply  makes  recommendations 
and  undertakes,  by  argument  or  moral  suasion,  to  induce  the  mem- 
bers to  follow  the  recommendations  thus  made.  Each  member  of  a 
subsidiary  oi^anization,  it  is  true,  is  required  to  take  a  pledge  that 
he  will  work  for  the  benefit  of  the  organization,  and  morally  this 
pledge  may  be  regarded  as  involving  an  obligation  to  maintain  the 
minimum  prices  officially  named  by  the  union.** 

Section  3.  The  Sonthem  Cotton  Association. 

The  Southern  Cotton  Association  had  its  beginning  about  1900,  in 
the  oi^anization  of  the  Southern  Cotton  Growers'  Protective  Asso- 
ciation. This  was  succeeded  by  the  Southern  Cotton  Association  in 
1905,  the  new  organization  having  been  perfected  at  an  interstate 
convention  of  cotton  interests  held  in  the  city  of  New  Orleans  in 
January  of  that  year. 

Purposes  of  the  association. — The  principal  object  in  organ- 
izing the  Southern  Cotton  Association  was  to  devise  some  means  of 
*' protecting"  the  price  of  cotton  and  improving  the  condition  of  the 
cotton  producer.  Some  of  the  methods  by  which  these  results  were 
to  be  brought  about  are  suggested  by  the  following  excerpt  from  the 
constitution  of  the  association: 

1.  Systematic  organization  to  protect  and  develop  the  cotton 
and  agricultural  interests  of  the  cotton-growing  States. 

2.  To  regulate,  by  all  legal  means,  cotton,  com,  and  grain 
production,  diversification  of  crops,  stock  breeding,  fruit  growing, 
and  all  such  matters  as  pertain  to  agriculture  in  said  States. 

3.  To  regulate,  by  all  legal  means,  cotton  supply  and  cotton 
financing. 

4.  To  facilitate,  enlarge,  expand,  and  systematize  cotton 
marketing,  using  every  available  means  to  secure  broader  and 
more  extensive  markets,  and  to  limit  production  to  demand  at 
remunerative  prices. 

5.  To  encourage  the  building  of  warehouses,  and  the  better 
care  of  cotton,  baling  methods,  and  bales  of  uniiorm  size,  the  use 
of  cotton  bagging,  to  reduce  to  a  minimum  all  expense  of  han- 
dling cotton  and  transporting  it  and  its  products,  from  the  time 
it  leaves  the  field  until  it  reaches  the  consumer. 

6.  To  promote,  stimulate,  and  seek  more  varied  use  for  raw 
and  manufactured  cotton. 

7.  To  encourage,  aid,  and  secure  building  and  operation  of 
cotton  and  other  manufactories  throughout  the  cotton-growing 
States. 


a  See  Chapter  III  of  this  pari. 
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8.  To  bring  together  and  into  cooperation  all  the  various 
cotton  interests  and  all  other  business  interests  and  agencies, 
with  a  view  to  such  regulations  as  will  protect,  stimulate,  and 
promote  all. 

9.  To  use  all  agencies  and  means  which  will  improve,  perfect, 
enlarge,  and  increase  all  southern  ports,  and  the  business  done 
at  each. 

10.  To  bring  before  the  proper  authorities  and  use  all  legal 
means  to  secure  the  establishment  of  docks  in  commodious  and 
available  southern  harbors  for  shipbuilding,  ship  repairs,  and 
naval  stations. 

11.  To  urge,  encourage,  and  advance  any  and  all  measures 
which  will  bring  about  commercial  treaties  between  the  United 
States,  China,  Japan,  and  the  entire  Eastern  World  whereby 
American  trade  is  extended  and  new  fields  are  opened  to  the 
production  of  the  cotton-growing  States. 

12.  To  further  all  measures  and  evolve  plans  to  turn  to 
the  United  States  Central  and  South  American  trade,  and  for 
extending  the  use  of  the  products  of  the  cotton-growing  States, 
as  well  as  those  of  the  entire  Union,  to  the  people  of  those 
countries. 

13.  To  formulate  a  policy,  prepare  plans,  and  get  ready  for 
the  great  opportunities  which  will  come  to  the  cotton-gro^dng 
States  with  tne  opening  of  the  Isthmian  Canal. 

14.  To  effectuate  and  make  closer  business  relations  between 
cotton  manufacturers  and  cotton  producers  and  dealers  in  manu- 
factured cotton,  whereby  neither  shall  have  their  business  inter- 
ests jeopardized  by  sudden  and  unreasonable  depression  in 
prices,  or  by  unlawful  and  entirely  speculative  advances  in  the 
value  of  raw  material,  neither  of  which  is  based  upon  the  law  of 
supply  and  demand. 

15.  To  use  every  proper  effort  to  secure  adequate  constitu- 
tional legislation  to  put  into  force  and  effect,  where  necessary, 
the  methods  and  plans  adopted  by  this  organization. 

Form  of  organization. — In  a  general  way  the  scheme  of  organi- 
zation of  the  Southern  Cotton  Association  was  similar  to  that  of  the 
Farmers'  Union,  just  outUned;  that  is  to  say,  there  was  a  central  or 
national  organization,  with  a  central  branch  organization  in  each 
State,  known  as  the  state  division,  these  state  divisions  Ukewise 
having  subsidiary  organizations  in  the  counties  and  "locals"  in  the 
smaller  communities. 

Membership. — ^The  membership  of  the  Southern  Cotton  Associa- 
tion, while  smaller  than  that  of  the  Farmers'  Union,  was  much 
broader  in  its  character.  The  Southern  Cotton  Association  was  not 
exclusively  a  producers'  organization,  but  included  bankers  and  mer- 
chants, as  well  as  other  interests  in  the  cotton  trade.  The  call  for 
the  general  meeting  at  which  the  association  was  organized  invited 
participation  by  ''all  persons  of  all  professions  interested  in  cotton." 
This  Uberal  policy  respecting  membership  appears  to  have  been  an 
element  of  weakness,  in  that  producers  were  suspicious  of  cotton 
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merchants  and  bankers,  and  the  fact  that  these  were  allowed  to  join 
the  association  is  regarded  as  one  reason  for  its  practical  disruption. 

Section  4.  The  Hational  Cotton  Association. 

The  National  Cotton  Association  was  organized  at  a  general  con- 
ference of  cotton  interests  held  at  Memphis,  Tenn.,  in  November, 
1908,  but,  as  already  stated,  the  organization  has  not  yet  been  made 
eflfective. 

Purposes  of  the  association. — ^The  main  purpose  of  the  asso- 
ciation, like  that  of  the  Farmers*  Union  and  of  the  Southern  Cotton 
Association,  was  to  devise  means  for  securing  remunerative  prices 
for  cotton.  This  will  be  seen  from  the  following  excerpt  from  an 
official  folder  of  the  association  issued  shortly  after  the  Memphis 
meeting  : 

The  main  object  of  the  association  will  be  to  estabUsh  and 
maintain  at  all  times  a  minimum  " bread-and-meat  Une"  of  10 
cents  per  pound,  basis  middling,  for  short-staple  upland  cotton;  to 
urge  tne  rapid  building  of  first-class  warehouses  at  local  points, 
large  interior  spot  markets,  and  at  the  ports;  to  secure  a  uniform 
system  of  cotton  classification;  to  secure  the  sale  of  cotton  on  a 
net-weight  basis;  to  encourage  the  use  of  cotton  bagging  and 
the  better  protection  of  cotton  from  damage  by  exposure  of  the 
lint  to  the  evil  effects  of  rain,  wind,  and  sunshine;  to  advocate 
local  gin  compression  and  lower  transportatioja  rates  by  land 
and  water;  to  issue  uniform  warehouse  receipts  which  will  be 
acceptable  to  bankers  as  gilt-edge  collateral  to  secure  loans  on 
cotton  in  storage;  to  urge  the  slow  movement  of  the  staple  on 
the  markets  at  all  times,  except  when  the  price  is  below  the 
"  bread-and-meat  Une"  or  10  cents  per  pound;  to  work  in  har- 
mony and  cooperation  with  other  organizations  or  associations 
of  cotton  growers;  to  secure  a  duty  on  imported  cotton  which 
is  used  as  a  substitute  or  competitor  for  sea-island  and  other 
long-staple  cotton  grown  in  tnis  country;  and  to  provide  a 
bureau  of  information  and  statistics  which  will  at  all  times  keep 
the  members  of  the  association  fully  posted  regarding  the  supply 
and  consumption  of  Ainerican  cotton,  to  the  end  that  they  may 
be  in  a  position  to  intelUgently  handle  and  market  the  crop  to 
the  best  possible  advantage;  to  aid  in  every  possible  way  the 
checking  of  the  boll-w^eevif  menace,  and  carry  forward  an  active 
and  progressive  campaign  in  favor  of  crop  diversification  and 
the  raising  of  food  suppUes  on  the  farm;  to  encourage  the  prompt 
payment  of  all  obUgations,  and  to  discourage  the  credit  sy^stem 
as  far  as  possible. 

These  are  the  cardinal  principles  of  the  National  Cotton  Asso- 
ciation, brought  into  active  life  at  the  Memphis  Cotton  Confer- 
ence, and  it  is  confidently  beUeved  that  an  association  with 
such  objects  and  purposes  in  view  should  accomplish  the  ends 
sought,  and  that  it  will  receive  the  general  support  and  coopera- 
tion of  the  people  of  the  South  in  all  lines  of  business. 
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Form  of  organization. — It  was  intended  to  effect  local  organiza- 
tions throughout  the  cotton  belt,  as  will  be  seen  from  the  following 
further  excerpt  from  the  prospectus: 

A  responsible  and  efficient  organizer  will  be  placed  in  each 
cotton-growing  county  in  the  South  to  solicit  members,  and  a 
membership  of  at  least  100  in  each  county  is  most  eamestlv 
desired.  In  each  local  community  of  25  members  a  charter  will 
be  granted. 

MembIbrship. — ^The  National  Cotton  Association  at  the  present 
time  has  no  membership.  In  fact,  practically  nothing  has  been  done 
to  carry  out  the  plan  proposed  at  the  Memphis  meeting  of  November 
1908.  Some  of  the  leading  interests  in  the  Southern  Cotton  Associ- 
ation were  active  in  the  Memphis  convention.  There  does  not  appear, 
however,  to  have  been  any  official  connection  with  the  Southern  Cot- 
ton Association  or  with  the  Farmers'  Union. 


CHAPTER  II. 

EFFORTS  OF  PRODUCERS'  OROANIZATIOHS  TO  REDUCE 

ACREAGE. 

Section  1.  Action  of  the  Southern  Cotton  Association  in  1905  looking  to 
a  reduction  in  acreage. 

A  reduction  in  the  acreage  planted  to  cotton  has  been  urged  with 
more  or  less  persistency  by  cotton  producers'  organizations  for  many 
years,  and  indeed  by  numerous  other  interests.  This  agitation  has 
involved  the  advocacy  of  diversification  of  crops.  It  has  been 
argued  that  the  southern  farmer  has  made  a  great  mistake  in  raising 
practically  but  a  single  crop,  and  in  buying  vast  quantities  of  supplies, 
such  as  grain  and  provisions.  One  result  of  this  policy,  it  is  con- 
tended, has  been  frequently  to  force  the  cotton  producer  to  sell  his 
one  crop  at  a  sacrifice  in  order  to  get  the  necessaries  of  life,  thereby 
tending  to  force  down  its  value ;  whereas  if  he  had  raised  more  of  his 
necessary  supplies  he  would  have  been  in  a  better  position  to  hold 
his  cotton. 

While  the  Southern  Cotton  Growers'  Protective  Association**  had 
advocated  a  reduction  in  acreage  planted  to  cotton  by  diversifica- 
tion of  crops,  this  agitation  was  practically  without  result.  Prob- 
ably the  most  serious  effort  ever  made  by  any  cotton  producers' 
organization  to  secure  a  reduction  in  cotton  acreage  was  undertaken 
by  the  Southern  Cotton  Association  in  the  year  1905.  This  effort  is 
particularly  interesting,  since  in  that  year,  for  the  first  time  in  many 
years,  there  was  a  substantial  reduction  in  the  acreage.''  Such  a 
reduction  in  acreage  was  one  of  the  chief  matters  discussed  in  the 
convention  at  New  Orleans  in  January,  1905,  at  which  the  Southern 
Cotton  Association  was  organized.  At  that  time  middling  cotton  in 
New  Orleans  was  selling  below  7  cents.  Harvie  Jordan,  president 
of  the  Southern  Cotton  Growers'  Protective  Association,  who  called 
the  convention  to  order,  urged  that  a  reduction  in  acreage  was 
essential  to  improved  conditions  in  the  cotton  trade.  In  this  con- 
nection he  said : 

While  we  need  and  must  have  a  better  system  for  financing 
the  cotton  crop  in  the  South,  yet  I  tell  you  the  strongest  financial 
institution  for  every  farmer  is  a  well-nlled  comcrib  and  smoke- 
house. 


( See  page  325.  b  See  page  333. 
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Diversification  will  make  you  strong  as  an  individual  at  home, 
it  will  make  you  independent  in  the  sale  of  your  products  on  the 
markets  of  the  country. 

^c  ^F  ^  ^  ^  ^F  ^ 

We  must  learn  to  market  the  crop  slowly,  regulating  the  sup- 
ply to  meet  the  legitimate  demand;  break  up  the  present  power 
of  the  speculator,  and  take  care  of  the  surplus  ourselves. 

^F  ^r  ^  ^  ^h  ^  ^ 

The  bankers  of  the  South  must  stand  behind  the  producers  in 
this  fight,  and  let  the  whole  world  understand  that  the  South  can 
and  will  control  the  sale  of  her  products  in  the  face  of  all  the 
combinations  that  may  be  brougnt  against  her.  We  must,  and 
will,  reduce  the  present  cotton  acreage  from  25  to  40  per  cent  on 
every  cotton  farm  in  the  South  for  1905. 

We  must,  and  will,  curtail  the  use  of  commercial  fertilizers 

under  cotton  correspondingly  with  the  percentage  of  reduction 

in  acreage. 

*  *  *  ♦  *  *  ♦ 

There  are  two  things  for  the  producer  of  cotton  to  do: 
First,  is  to  hold  the  present  crop  for  a  price  that  will  at  least 
give  us  a  profit  on  production ;  and,  second,  to  reduce  the  crop 
this  year  at  least  25  per  cent.  Instead  of  planting  32,000,000 
acres,  as  in  1904,  plant  not  more  than  24,000,000  acres,  and 
make  this  year  not  more  than  8,500,000  or  9,000,000  oale^. 
This  course,  if  pursued,  would  enable  the  present  unsold  crop  to 
sell  for  a  reasonable  price,  and  assure  the  crop  of  1905  to  be 
profitable. 

Mr.  Jordan  further  said: 

The  farmer  who,  under  existing  conditions  and  in  the  face  of 
the  great  financial  peril  which  confronts  the  South,  deliberately 
refuses  to  materially  reduce  his  cotton  acreage  ana  increase  his 
food-supply  crops  is  an  enemy  to  himself  and  a  traitor  to  his 
country. 

The  merchant  or  banker  who  will  deliberately  furnish  supplies 
or  money  to  any  man  to  plant  an  extended  acreage  in  cotton  this 
year  deserves  the  deepest  condemnation  and  literal  ostracism  of 
the  entire  community  in  which  they  do  business. 

The  recommendation  for  a  reduction  in  acreage  was  indorsed  by 
nearly  all  the  other  speakers  who  addressed  the  convention.  J.  Pope 
Brown  said : 

It  is  the  number  of  bales  that  affects  the  price.  The  present 
price,  in  my  opinion,  will  not  advance  until  it  is  positively  known 
that  production  will  be  curtailed  this  year.  Eight  million  bales 
is  enough  to  make  this  year.  *  *  *  To  make  8,000,000  bales 
the  acreage  must  be  reduced  25  per  cent.  How  to  bring  this 
about  is  a  matter  of  detail  for  the  convention.  To  the  ways  and 
means  committee  I  would  make  one  suggestion  which,  to  my 
mind,  is  vital.  To  say  we  will  reduce  25  per  cent  means  nothing. 
It  is  too  indefinite.  Who  knows  how  many  acres  his  neighbor 
planted  last  year?  We  must  say  plant  so  many  acres  U)  the 
plow,  so  many  for  Georgia,  so  many  for  Texas,  etc.     The  per- 
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centage  basis  will  bind  a  few  honest  men  and  leave  a  slip  gap  for 
the  fellow  whose  memory  is  short  and  will  fail  him  between 
resolution  and  planting  time. 

Reduction  in  acreage  favored  by  cotton-exchange  officials 
AND  BANKING  INTERESTS. — These  recommendations  for  a  reduction  in 
acreage  were  openly  indorsed  by  representatives  of  both  the  New  York 
and  New  Orleans  cotton  exchanges,  and  by  southern  banking  interests 
as  well.  William  V.  King,  formerly  president  and  now  superintend- 
ent of  the  New  York  Cotton  Exchange,  sent  the  following  telegram 
to  Abraham  Brittin,  president  of  the  New  Orleans  Cotton  Exchange, 
who  addressed  the  convention : . 

Sincerely  hope  convention  will  settle  difficult  cotton  problem 
by  agreeing  to  reduce  acreage  20  per  cent.  Strict  adherence  to 
such  an  agreement  wiD,  I  firmly  believe,  mean  8  to  10  cent 
cotton  for  the  remainder  of  the  present  crop. 

Mr.  Brittin  in  his  address  likewise  strongly  urged  a  reduction  in 
acreage.     On  this  point  he  said: 

Cotton  is  low  in  price  by  reason  of  one  cause,  and  one  cause 
only.  Remedy  or  remove  that  cause  and  values  will  go  up  with 
a  bound,  irresistible  to  the  combined  short  selling  of  all  the 
" bears''  on  earth.  You  have  but  to  scan  the  records  of  the  two 
years  past  to  abundantly  prove  this.  No!  Values  of  all  earth's 
great  products  are  regulated  by  the  unchangeable  law  of  supply 
and  demand. 

4e  3|e  3|c  4e  :|s  a|e  s|c 

Cotton,  as  all  will  admit,  is  doubtless  below  cost  of  production, 
and  therefore  unprofitable  to  the  producer.  You  seek  a  remedy, 
or  rather,  I  should  say,  a  preventive.  There  is  but  one  possible, 
and  one  onlv.  It  is  supreme  folly  to  seek  any  other.  As  these 
low  prices  follow  as  the  result  of  threatenea  oversupply,  it  is 
hopeless  to  expect  a  restoration  of  values  till  a  reduction  of  such 
supply  is  made  commensurate  with  the  world's  demand  and 
requirement.  How  is  that  to  be  done?  You  are  here  to  give 
response  to  that  inquiry.  Plant  less  cotton,  reduce  the  acreage, 
say  25  per  cent  at  least,  and  you  have  the  remedy  beyond  question. 
Even  so,  this  will  still  leave  land  enough  under  cultivation,  with 
a  fair  season,  to  produce  a  supply  quite  sufficient  with  the  great 
surplus  which  promises  to  be  carried  over  from  this  crop  for  dis- 
position the  coming  year  to  afford  the  world's  mills  enough  for 
consumptive  requirements  on  a  basis  of  fair  and  remunerative 
prices. 

^r  ^  ^  ^  ^  ^h  ^F 

I  warn  you  not  to  be  misled,  when  planting  time  arrives,  by 
any  temporary  advance  which  then  or  meanwhile  may  occur, 
and  on  such  account  fail  to  carry  into  rigid  effect  any  agreement 
reached  by  you  looking  to  acreage  reduction.  Do  not  be  lured 
to  ruin  by  any  such  fdse  hope.  As  surely  as  lead  sinks  in  the 
waters  of  the  sea  when  dropped  therein  will  prices  sink  to  a  still 
lower  level  than  has  yet  been  reached  should  it  come  to  pass 
there  is  no  substantial  cotton  acreage  reduction. 
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While  the  expressions  of  cotton-exchange  officials  above  given 
apparently  were  not  formally  authorized,  they  undoubtedly  reflected 
the  sentiments  of  many  members  of  those  exchanges.  The  expression 
of  the  bankers  was' official^  in  the  shape  of  formal  resolutions  adopted 
by  the  Southern  Bankers'  Association,  which  was  in  convention  in 
New  Orleans  at  the  same  time  as  the  cotton  convention.  These 
resolutions  follow: 

Whereas,  the  cotton  growers  of  the  United  States  have  assem- 
bled in  convention  on  the  25th  day  of  January,  1905,  in  the  city 
of  New  Orleans,  State  of  Louisiana,  for  the  purpose  of  organizing 
a  National  Cotton  Growers'  Association;  and 

Whereas,  the  financial  interests  of  the  country  are  threatened 
by  the  overproduction  of  cotton;  and 

Whereas,  the  price  at  which  the  cotton  crop  of  the  South  is 
being  sold  is  such  a  potent  factor  in  turning  the  balance  of  trade 
in  our  favor,  making  this  question  one  of  vital  interest  to  the 
country  at  large;     Tnerefore,  be  it 

Resolved f  1.  That  we,  the  southern  bankers,  in  convention  as- 
sembled, heartily  indorse  the  object  of  said  association  and 
promise  our  hearty  cooperation. 

2.  That  we  believe  that  the  southern  bankers  are  amply  able 
and  willing  to  finance  the  holdings  of  the  surplus  of  the  present 
crop,  which  we  propose  to  do,  provided  the  acreage  of  cotton  for 
1905  is  reduced  not  less  than  twenty-five  (25)  per  cent,  and  the 
use  of  fertilizers  in  like  proportion. 

3.  That  we  are  heartily  in  sympathy  with  a  movement  to  estab- 
lish a  uniform  warehouse  system  under  sound  legislation  by  the 
different  States,  looking  not  only  to  the  caring  for  the  present 
crop,  but  for  future  crops,  whereby  the  farmer  and  merchant 
could  furnish  better  collateral,  thus  enabling  them  to  get  money 
at  lower  rates  of  interest. 

4.  That  we  urge  the  necessity  of  a  thorough  organization  and 
call  on  the  various  interests  of  the  country  to  assist  the  Cotton 
Growers'  Association  in  keeping  this  question  agitated  from  now 
until  such  time  as  a  perfect  organization  shall  have  been  effected. 

5.  That  a  committee  of  one  from  each  cotton-growing  State  be 
appointed,  with  W.  H.  Rivers,  of  Texas,  as  chairman,  and  John. 
D.  Walker,  of  Georgia,  as  secretary  and  treasurer,  to  act  as  a 
committee  on  finance,  and  to  cooperate  with  the  Cotton  Growers' 
Association  in  perfecting  their  organization  and  in  establishing  a 
complete  warenouse  system. 

6.  That  the  chairman  of  this  bankers'  convention  be  requested 
to  call  upon  the  different  state  bankers'  associations  of  the  several 
cotton-growing  States  to  raise  a  voluntary  contribution  from  the 
southern  bankers  of  ten  thousand  ($10,000)  dollars  to  assist  the  ^ 
Southern  Cotton  Growers'  Association  in  organizing  and  putting 
into  effect  the  ways  and  means  of  reducing  the  cotton  acreage 
this  year  at  least  twenty-five  (25)  per  cent. 

7.  That  a  copy  of  these  resolutions  be  sent  to  the  secretary  of 
each  of  the  state  bankers'  associations,  to  be  transmitted  by  him 
to  all  the  banks  in  the  South. 

Action  of  the  cotton  convention. — The  Southern  Cotton  Asso- 
ciation convention  adopted  the  following  resolution: 
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We  feel  if  the  convention  as  a  whole  pledges  itself,  and  the 
respective  States  these  delegates  represent,  to  an  absolute  reduc- 
tion of  25  per  cent  in  cotton  acreage  for  the  year  1905,  and  25 
per  cent  reduction  in  the  use  of  fertilizers,  the  entire  problem 
will  be  solved. 

The  committee  on  resolutions  offered  the  following  resolution,  which 
was  adopted: 

This  committee  cordially  approves  the  resolution  decreasing 
cotton  acreage  and  the  use  of  commercial  fertilizers  at  least  25 
per  cent. 

We  further  urge  all  owners  of  cotton  to  hold  it  until  the  gov- 
ernment reports  on  acreage  show  to  the  world  that  southern  cot- 
ton farmers  stand  solidly  together,  that  they  have  complied  with 
their  agreement,  and  demand  the  value  of  their  product. 

The  committee  on  acreage  and  fertilizers  made  the  following  report: 

We,  your  committee  on  acreage  and  the  use  of  fertilizers,  do 
recommend  that  the  acreage  to  be  planted  in  cotton  in  1905  shall 
be  25  per  cent  less  than  in  1904,  and  that  there  shall  be  a  reduc- 
tion or  25  per  cent  in  the  use  of  commercial  fertilizers  in  growing 
cotton. 

In  furtherance  of  the  plan  for  a  reduction  in  acreage,  this  com- 
mittee reconunended  that  precinct  meetings  be  held  on  the  11th  day 
of  February,  1905,  and  that  at  each  meeting  farmers  and  landowners 
should  sign  a  pledge  to  reduce  the  acreage  planted  to  cotton  and  to 
decrease  the  consumption  of  fertilizers  in  growing  cotton.  It  recom- 
mended further  that  the  local  committee  on  acreage  and  membership 
should  canvass  the  district  and  ask  farmers  and  landowners  who  did 
not  attend  the  meetings  to  sign  the  pledge. 

Effectiveness  of  this  AorrATiON. — It  would  appear  that  the 
action  of  the  Cotton  Association  actually  had  considerable  effect. 
There  was  a  substantial  reduction  in  cotton  acreage  in  the  season  of 
1905-6  from  that  of  preceding  years,  and  an  accompanying  advance 
in  the  price  of  the  staple.  This  is  shown  by  the  following  table,  which 
gives  the  acreage  planted,  the  total  crop,  and  the  average  yearly 
value  for  a  series  of  years : 

Table  40.— COMPARISON  OF  COTTON  ACREAGE   PLANTED  WITH  TOTAL  CROP  AND 

AVERAGE  PRICE,  SEASONS  1901-2  TO  1908-9. 


Season. 


Planted.o 


■      Acret. 
1901-2 27,950,075 

1902-3 1  27.878,330 

19a!M j  28,907,365 

1904-6 '  31,370,371 


Total 
crop.* 

Average 
price  per 
pound,  c 

Bale*. 
9,748,546 

10,784,473 

10,015,721 

13,097,310 

CenU. 
8.06 

8.82 

12.15 

8.86 

Season. 


Planted.^ 


Acres. 
1905-6 28,999,562 

1906-7 32,049,000 

1907-8 32,060,000 

1908-9 33,370,000 


Total 


'•  Average 


Bale*. 
10, 725, 602 

13,306,265 

11,325.882 

13,432,131 


CentB. 
11.07 

10.56 

11.42 

9.64 


a  As  recorded  by  Bureau  of  Statistics.  Department  of  Agricultun*. 
b  Census  data. 

<■  Data  furnished  by  Secretary  Hester,  of  New  Orleans  Cotton  Exchange.    Prices  are  averages  for  the 
crop. 
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From  this  table  it  will  be  seen  that  the  area  planted  fell  from 
31,370,371  acres  in  the  spring  of  1904  to  26,999,552  acres  in  1905. 
Moreover,  the  acreage  planted  in  the  latter  year  was  considerably 
smaller  than  that  for  any  other  season  included  in  the  table. 

This  reduction  of  roughly  4,370,000  acres  in  the  acreage  planted  in 
the  season  of  1905  as  compared  with  the  preceding  season  was  equiva- 
lent to  about  14  per  cent.  The  Southern  Cotton  Association,  it  will 
be  recaUed,  had  urgently  advocated  a  reduction  of  25  per  cent.  In 
considering  the  influence  of  the  association  in  bringing  about  the 
reduction  actually  shown,  it  should  be  borne  in  mind  that  the  com- 
paratively low  price  of  1904-5  might  have  resulted  in  some  reduction 
in  any  event.  It  seems  reasonably  certain,  however,  that  the  ver}^ 
substantial  reduction  in  the  acreage  planted  in  1905  is  attributable 
in  lai^e  measure  to  the  efforts  of  the  Southern  Cotton  j^Vssociation, 
which  efforts,  as  shown,  had  the  indorsement  of  many  other  interests 
in  the  cotton  trade. 

Subsequent  policy  op  the  Southern  Cotton  Association  with 
RESPECT  TO  REDUCTION  IN  ACREAGE. — The  policy  of  reduction  in 
acreage  outlined  at  this  initial  meeting  of  the  Southern  Cotton  Associa- 
tion was  urged  with  more  or  less  persistency  in  succeeding  seasons, 
but  no  such  concerted  effort  appears  to  have  been  made  in  any  later 
year  as  was  made  in  1905. 

For  the  season  of  1906-7  the  association  recommended  a  reduction 
in  acreage  with  a  view  to  curtailing  it  below  that*  actually  planted  in 
1905.  This  is  indicated  by  the  following  excerpt  from  the  report  of 
the  committee  on  acreage  and  diversification,  submitted  to  and 
adopted  by  the  executive  committee  of  the  association  at  a  meeting 
in  January,  1906: 

Your  committee,  believing  that  the  25  per  cent  reduction  in 
cotton  acreage  recommended  and  insisted  upon  by  the  Southern 
Cotton  Association  at  its  meeting  in  this  city  a  year  ago  was 
eminently  wise  and  salutary,  this  committee  suggests,  'with  ail 
the  insistence  at  its  command,  that  for  the  year  1906  the  Cotton 
Association  endeavor  to  continue  that  work,  to  the  end  that  the 
original  reduction  from  the  acreage  of  1904  may  be  accomplished 
in  the  year  1906. 

This  committee  further  respectfullv  suggests  that  this  reduc- 
tion of  acreage  may  be  most  successfully  and  easily  accomplished 
through  the  teachmg  and  advocacy  of  diversified  farming. 

Apparently  little  was  done  to  carry  out  this  policy.  As  shown  in 
Table  40,  on  page  333,  the  acreage  planted  for  the  season  of  1 906-7 
was  over  32,000,000  acres,  exceeding  that  for  1905-6  by  more  than 
5,000,000  acres.  The  acreage  in  the  season  of  1907-8  was  substan- 
tially the  same  as  in  1906-7.  In  1908-9  it  wasahnost  33,400,000  acres. 
It  will  be  seen,  therefore,  that  whatever  influence  the  Southern  Cotton 
Association  or  other  interests  mav  have  exerted  toward  a  reduction 
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in  acreage  in  the  season  of  1905-6,  this  did  not  prevent  a  material 
increase  in  the  acreage  planted  in  subsequent  seasons.  It  is  probable 
that  the  higher  price  realized  for  the  crop  of  1905-6,  as  compared  with 
that  of  1904-5,  offered  an  inducement  to  increase  the  acreage  in  the 
succeeding  season  too  strong  to  be  overcome  by  the  persuasion  of  the 
officials  of  producers'  organizations.  As  a  matter  of  fact,  the  South- 
ern Cotton  Association  did  not  undertake  any  further  active  cam- 
paign for  reduction  of  acreage,  and  for  the  past  two  seasons,  as  already 
stated,  the  association  has  been  in  such  a  quiescent  condition  that  it 
has  had  practically  no  influence  in  this  respect.  In  the  spring  of  1909 
there  apparently  was  some  reduction  in  the  acreage  planted,  but  this 
can  not  in  any  way  be  attributed  to  activity  on  the  part  of  the 
Southern  Cotton  Association. 

Section  2.  Efforts  of  Farmers*  TTnioii  to  secure  a  reduction  in  acreage. 

While  the  Farmers'  Union,  Uke  the  Southern  Cotton  Association, 
has  repeatedly  expressed  itself  in  favor  of  a  reduction  of  the  acreage 
planted  to  cotton  and  a  corresponding  increase  in  the  acreage  planted 
to  other  crops,  the  union  has  not  taken  as  aggressive  measures  in  favor 
of  such  a  reduction  as  were  taken  by  the  Southern  Cotton  Associa- 
tion in  1905.  At  nearly  all  of  the  mass  meetings  of  the  union 
resolutions  favoring  diversification  of  crops  and  some  reduction  in 
cotton  acreage  have  been  adopted,  but  the  matter  does  not  seem  to 
have  been  aggressively  pushed. 

In  January,  1907,  the  imion,  at  a  convention  held  at  Atlanta,  Ga., 
adopted  the  following  resolutions: 

Resolved,  That  in  diversification  lies  our  continued  prosperity: 

First.  We  call  upon  the  Farmers'  Union  members  to  put  dfi- 
versification  into  practice,  that  in  so  doing  they  raise  their  sup- 
plies at  home. 

Second.  That  w^e  ask  all  farmers  in  the  cotton  belt  to  raise 
some  money  crop  besides  cotton,  in  order  to  better  enable  them 
to  finance  this  product. 

Third.  That  we  urge  the  locals  to  discuss  this  question  and 
thereby  plan  to  raise  products  that  will  bring  money  to  them 
each  month  in  the  year. 

At  a  mass  meeting  in  1908  at  Memphis,  Tenn.,  a  report  was  sub- 
mitted by  the  committee  on  cotton  acreage,  in  part  as  follows: 

It  is  evident  distress  cotton <*  has  been  caused  by  buying  many 
things  that  should  have  been  produced  on  our  own  farms. 

Our  cotton  producers  are  realizing  their  errors,  and  are  be- 
coming interested  in  other  profitable  crops,  live  stock,  and 
intelligent  diversification.  This  sentiment  snould  be  encouraged 
and  our  papers,  lecturers,  and  officials  in  every  w'ay  possible 
should  give  our  people  information  on  food  and  farm  economics, 

^  Cotton  which  has  to  be  sold  to  meet  claims  against  it. 
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as  well  as  better  methods  in  every  practical  way.     Along  these 
Unes  we  urge  the  cooperation  of  every  cotton  producer. 

As  a  result,  together  with  information  we  nave  received,  we 
believe  there  will  oe  a  material  decrease  in  1908  cotton  acreage. 
Then  we  will  be  in  better  position  to  market  our  crops  as  needed, 
for  we  reaUze  that  the  world  needs  all  our  cotton  at  a  fair  price. 

This  report  was  adopted  by  the  convention,  and  a  canvass  of  those 
present  was  taken,  which  showed  that  a  reduction  in  acreage  was 
favored.  Suggestions  ranged  from  a  reduction  of  10  per  cent  to  a 
reduction  of  50  per  cent.  After  some  discussion,  a  motion  was 
adopted  recommending  some  specific  rate  of  reduction,  but  the 
actual  figure  recommended  was  not  given  out  for  pubUcation. 

At  this  convention  a  resolution  by  the  consoUdated  committee  on 
warehouses,  central  sales  offices,  and  finance  was  also  adopted,  de- 
claring in  favor  of  a  reduction  in  cotton  acreage  and  an  increase  in 
the  acreage  devoted  to  other  products  sufficient  to  enable  the  cotton 
producer  to  raise  his  subsistence  suppUes  on  the  farm. 

Recommendation  of  union  officials  that  producers  plow 
UP  PORTION  OF  GROWING  CROP. — Not  Only  has  the  Farmers'  Union 
urged  a  reduction  in  the  acreage  to  be  planted  to  cotton,  but  its 
officers  have  also  advocated  the  plowing  up  of  land  already  planted. 

In  the  spring  of  1908  such  a  policy  was  advocated  by  union  officials, 
as  may  be  seen  from  the  following  copy  of  a  circular  issued  by  Presi- 
dent Barrett,  of  the  national  union : 

To  the  Members  of  the  Farmers'  Educational  and  Co- 
operative Union  of  America: 

Brethren:  There  is  to  be  a  united  move  on  the  part  of  the 
membership  of  the  Farmers'  Union  to  whip  the  manufacturers 
and  speculators  in  this  cotton  fight.  We  have  driven  them  to 
the  last  ditch. 

The  manufacturers  have  met  and  decided  to  shut  down  their 
mills  for  a  short  while,  after  a  run  on  half  time  for  the  last  eight 
months  (this  to  reduce  the  consumption  of  cotton).  The  truth 
is  they  have  not  the  cotton  to  run  on  at  even  half  time. 

Brethren,  the  fight  has  been  a  hard  one.  You  have  not  only 
fought  valiantly  against  great  odds  but  have  sacrificed  comforts 
and  even  necessities  that  we  might  win.  Such  patriotic  devo- 
tion to  principle  as  has  been  displayed  by  you  in  the  past  can 
not  fail  to  accomplish  the  desired  result,  yet  to  hasten  the  time 
when  we  shall  secure  the  minimum  price  for  our  great  staple 
drastic  measures  must  be  used  NOW  to  convince  the  world  that 
we  are  in  this  fight  to  win,  and  win  we  shall. 

We  are  writing  that  j^ou  call  a  meeting  of  your  local  union  at 
once  and  that  every  member  solemnly  promise  to  plow  up  a 
given  amount  of  his  cotton,  from  1  to  10  acres  or  more, 
owing  to  the  amount  of  acreage  planted,  and  to  plant  com  or 

Eeas  for  home  consumption.     This  at  first  will  seem  ouite  a  loss, 
ut  it  will  not  be  any  sacrifice.     It  will  be  like  otner  battles 
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fought  and  won  by  the  union  because  this  together  with  the  plan 
of  holding  that  now  in  storage  will  gain  m  the  price  of  this 
year's  crop  as  well  as  the  cotton  now  on  hand. 

So  important  is  the  necessity  for  a  concerted  action  upon  this 
line  throughout  the  South  that  we  trust  you  will  seek  to  enlist 
every  fanner  in  vour  community  in  this  great  movement. 

Let  every  loyal  southern  farmer  go  into  his  field  on  the  15th 
day  of  May,  or  as  soon  thereafter  as  possible,  and  carry  out  this 
request  of  your  national  officials.     The  demonstration  of  such 

Patriotism  will  do  more  to  win  the  battle  than  anything  that  can 
e  done.  It  is  now  too  late  for  the  '* fools''  and  'traitors"  to 
increase  their  crops,  as  would  have  been  the  case  if  we  had 
attempted  this  move  earlier  in  the  season.  Each  local  secretary 
is  requested  to  send  a  report  showing  to  what  extent  this  request 
was  complied  with  to  C.  S.  Barrett,  president,  Union  City,  Ga. 
Believmg  that  in  this  demonstration  of  true  southern  manhood 
you  will  display  the  patriotism  and  loyalty  which  has  always 
characterized  the  membership  of  the  Farmers'  Educational  and 
Cooperative  Union  of  America, 
We  are  yours,  to  win, 

C.  S.  Barrett, 

President. 
T.  M.  Jeffords, 
Secretary  Board  of  Directors, 

R.    H.    MoCULLOCH, 

Secretary. 

It  Avill  be  noted  that  this  circular  is  in  the  form  of  a  recommenda- 
tion merely.  Practically,  it  does  not  appear  that  the  circular  had  any 
great  eflFect.  Indeed,  it  is  stated  that  the  circular  was  not  even  sent 
into  the  State  of  Texas,  which  produces  on  an  average  about  one- 
quarter  of  the  total  crop. 

The  ineflFectiveness  of  this  circular  is  indicated  by  Table  41,  which 
shows  the  acreage  planted  and  the  acreage  harvested  for  the  years 
1901  to  1908,  inclusive. 

Table  41.-rOMrARrSON    OF   COTTON    ACREAGE     PLANTED    WITH     ACREAGE 

harvested,   1901-190R. 


Calendar  year. 


Planted. 


Harvpstod. 


Acrett.  Acres. 

1901 27. 950. 075     27, 220. 414 

1902 27.878. 330     27, 114, 103 

19^ 28. 907,  ;i56     28. 016. 893 

1904 31.370.371     30.053.739 

19a5 1  2(), 999,552  .  25,117.153 

1906 32, 049, 000  I  31, 374. 000 

1907 1  32,0(M),000     31.311.000 

1908 33,370,000     32,444,000 


Acrt^app 
harvostf'd. 


P(r  cfvt. 
97.  4 
97.3 
96.9 
9.=>.8 
»).7 
97.9 
97.7 
97.2 


10088—0^ 
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From  this  table  it  will  be  seen  that  of  the  acreage  planted  in  the 
year  1908  there  was  harvested  97.2  per  cent,  as  compared  with  97.7 
per  cent  in  the  preceding  year,  and  97.9  per  cent  in  1906.  While  the 
percentage  for  1908  is  therefore  somewhat  smaller  than  for  either  of 
the  two  preceding  seasons^  it  does  not  follow  that  tliis  is  due  to  any 
plowing  up  of  cotton  once  planted.  The  weather  in  many  parts 
of  the  cotton  belt  in  the  spring  of  1908  was  distinctly  imfavorable, 
and  a  considerable  portion  of  the  acreage  was  replanted,  in  some 
cases  twice.  This  being  the  case,  it  seems  probable  that  a  good  deal 
of  land  where  the  first  planting  failed,  or  where  unseasonable  weather 
interfered  with  cultivation,  may  not  have  been  replanted,  and  that 
the  rather  large  reduction  in  the  acreage  harvested  from  the  acreage 
originally  planted  in  1908  may  be  largely  explained  on  this  ground. 
On  the  other  hand,  it  is  true  that  the  figures  do  suggest  the  possibility 
that  efforts  of  the  union  to  secure  a  reduction  in  acreage  by  plowing 
up  cotton  once  planted  may  have  had  some  influence.  That  any 
such  influence  was  comparatively  unimportant,  however,  is  indicated 
by  the  newspaper  reports  current  at  the  time.  On  June  8,  1908,  the 
New  Orleans  Times-Democrat  published  a  long  and  comprehensive 
report  on  the  growing  crop.  The  following  excerpts  give  all  the  refer- 
ences in  this  article  to  this  recommendation  of  the  Farmers'  Union. 

ALABAMA. 

Kirmincjham. — The  Alabama  division  of  the  Farmers'  Union 
will  meet  in  Birmingham  at  the  end  of  this  month,  and  it  is 
believed  that  the  reports  that  will  be  submitted  will  tend  to 
show  that  there  has  been  a  decreased  acreage,  and  that  more 
diveraification  is  the  order  of  the  day  in  this  otate. 

Anniston. — The  Farmers'  Union  has  been  very  bus>'  through- 
out this  section  during  the  year,  and  farmers  near  here  have  in 
some  instancies  pulled  up  the  small  plants  to  decrease  the 
acreage. 

ARKAN8A8. 

Forrest  City, — No  farmers  are  complying  with  the  request  of 
the  Cotton  Association  to  plow  up  10  per  cent  of  cotton  planted 
in  this  coimtv. 

GEORGIA. 

AtUiuta. — The  Farmers'  Union,  in  an  effort  to  reduce  the  acre- 
age some  time  ago,  urged  the  plowing  up  of  10  per  cent  of  the 
cotton,  but  there  is  no  evidence  that  any  cotton  was  plowed  up. 

Rome. — In  some  sections  of  the  country  planters  have  plowed 
up  a  portion  of  their  cotton  and  replanted  it  in  peas.  This  was 
done  with  an  agreement  with  the  Farmers'  Union  to  hold  down 
the  acreage,  thus  keeping  up  the  price  when  the  crop  is  marketed. 

Victory. — In  some  sections  of  the  State  the  order  of  the 
Farmers'  Union  to  plow  up  10  per  cent  of  the  planted  crop  has 
been  complied  with,  but  no  attention  has  been  paid  to  it  here. 
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Savannah. — The  cotton  acreage  in  this  section  is  regarded  as 
just  about  the  same  as  last  year.  In  this  immediate  territory 
there  has  not  been,  so  far  as  has  been  reported,  any  plowing  up 
of  cotton  already  planted,  following  the  injunction  of  the 
Farmers'  Union.  In  the  northern  section  of  Georgia  such 
action  on  the  part  of  a  'few  farmers  was  reported,  but  mis  is  by 
no  means  general. 

LOUISIANA. 

Franklinton. — The  farmers  of  this  parish,  as  a  rule,  have  cut 
the  cotton  acreage  down  about  20  per  cent  from  last  year.  This 
was  in  compliance  with  a  resolution  passed  by  the  Farmers* 
Union. 

TEXAS. 

Stamford. — There  has  been  no  plowing  up  of  cotton  here  to 
reduce  acreage,  as  reported  in  some  other  sections. 

While  a  few  of  these  excerpts  suggest  that  farmera  in  some  locali- 
ties did  plow  up  a  portion  of  their  crop  in  response  to  tlie  xmion's 
circular,  taken  as  a  whole,  they  clearly  show  that  the  circular  was 
largely  ignored. 

The  Cotton  Journal  of  June  25,  1908,  under  the  head  of  ' 'Gossip 
from  the  Cotton  Belt,"  contained  the  following  item: 

The  order  issued  the  first  of  the  month  by  President  Barrett, 
of  the  general  ora^anization,  to  plow  up  10  per  cent  acreage 
planted  is  said  to  have  resulted  in  1 ,000,000  acres  being  plowed 
up. 

Tliis  statement  imdoubtedly  is  an  exaggeration.  The  area  har- 
vested in  the  season  of  1908  was  926,000  acres  less  than  the  area 
planted.  The  average  difference  between  the  area  planted  and  the 
area  harvested  during  the  first  seven  years  covered  by  Table  41  was 
858,200  acres.  It  will  be  seen,  therefore,  that  the  unharvested  acre- 
age in  1908  was  only  moderately  greater  than  the  average  for  the 
preceding  seven-year  period.  This  suggests  that  the  difference  in 
1908  between  the  area  planted  and  the  area  harvested  is  largeh'' 
attributable  to  natural  causes  which  operate  with  more  or  less  regu- 
larity in  every  season,  and  that  any  plowing  up  of  cotton  in  response 
to  the  circular  of  the  Farmers'  Union  was  a  relatively  unimportant 
consideration. 

It  appeal's,  therefore,  that  efforts  of  producers'  organizations  to 
secure  a  reduction  in  the  acreage  planted  to  cotton  have  met  with 
appreciable  success  in  onl}'  one  season,  namely,  1905.  While  it  is 
possible  that  the  attitude  of  these  oi-ganizations  has  resulted  in 
checking  a  more  rapid  increase  in  acreage  since  tliat  setison  than  has 
actuall}'  occurred,  this  clearly  can  not  be  demonstrated.  Broadly 
speaking,  therefore,  it  may  be  said  that,  except  in  1905,  the  producers' 
organizations  have  had  very  little  apparent  influence  upon  the  acreage 
planted  to  cotton. 


CHAPTER  III. 

EFFOBTS  OF  PBODITGEBS'  OBGAnZATIOITS  TO  MAIFIAnr  FBICES 

OF  COTTOir. 

I.   POLICY  OF  NAIONG  MINIHT7M  PBICES. 

Section  1.  Becommendation  of  minimvin  prices  for  the  crop  in  1904  and 
1905. 

While  the  real  intent  of  reduction  in  cotton  acreage  obviously  is  to 
secure  better  prices  for  the  crop  actually  produced,  the  leading  pro- 
ducers* organizations  have  taken  more  direct  action  looking  toward 
the  maintenance  of  prices.  The  most  important  actions  of  this  sort 
are,  first,  the  recommendation  that  no  cotton  be  sold  below  a  certain 
minimum  price  named  by  the  union;  and,  second,  the  construction 
of  warehouses  under  the  auspices  of  the  union,  with  a  view  to  aiding 
the  cotton  grower  in  the  financing  and  holding  of  his  crop. 

As  already  shown,  the  organization  of  the  national  union  was  pre- 
ceded by  the  formation  of  the  Texas  branch,  which  for  some  time 
was  the  backbone  of  the  union.  The  first  serious  effort  of  the  Texas 
division  to  influence  prices  was  taken  at  a  convention  held  at  Fort 
Worth  in  August,  1904,  when  a  minimum  price  of  10  cents  was  named. 
At  that  time  middling  cotton  in  New  Orleans  was  selling  at  about  10  J 
cents.  The  ineffectiveness  of  this  effort  is  indicated  by  the  fact  that 
by  January,  1905,  middling  cotton,  as  already  stated,  was  selling 
below  7  cents  a  pound. 

At  a  meeting  of  the  Texas  division  of  the  Farmei-s'  Union  held  at 
Waco,  Tex.,  in  August,  1905,  a  resolution  was  passed  naming  a  mini- 
mum price  of  10  cents  per  pound,  basis  middling,  at  interior  points. 
This  minimum  was  later  increased  toll  cents.  The  president  of  the 
Texas  division  of  the  Farmers'  Union^  in  his  annual  report  a  year 
later  (August,  1906),  said  in  this  connection: 

On  the  1st  of  September  following  the  W^aco  meeting  the  con- 
dition of  the  crop  was  so  changed  *  *  *  that  the  executive 
committee  and  myself,  acting  together,  decided  to  assume  the 
responsibility  and  change  the  price  recommended  by  the  con- 
vention to  11  cents.     *     *     * 

I  am  proud  to  be  able  to  state  that  the  great  majority  of  our 
membership  stood  firm  and  held  their  cotton  until  the  minimum 
price  was  reached. 

Several  times  during  the  season  we  were  importuned  to  break 
away  from  our  minimum  price  and  agree  upon  another,  which 
we  at  all  times  refused  to  do.     Such  vacillation  would  have 

MO 
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destroyed  confidence  in  the  organization,  and  prices  hereafter 
agreed  upon  would  have  had  but  little  influence  on  the  markets 
of  the  world. 

The  course  of  the  market  has  fully  justified  the  conclusions 
reached  when  the  minimum  price  was  fixed  at  11  cents,  and  if 
our  people  could  have  had  proper  facilities  for  warehousing  and 
holding  cotton  and  the  cooperation  of  nonunion  people  not  a 
bale  would  have  been  sold  for  less  than  the  minimum  price. 

The  Southern  Cotton  Association  in  1905  and  1906  likewise  named 
minimum  prices.  At  the  meeting  in  New  Orleans  in  January,  1905, 
at  which  the  association  was  organized,  a  minimum  price  of  10  cents 
was  indorsed.  This,  it  will  be  seen,  was  the  same  as  the  minimum 
price  named  by  the  Texas  division  of  the  Farmers'  Union  in  August 
of  that  year. 

At  a  meeting  of  the  executive  committee  of  the  Southern  Cotton 
Association  on  January  15,  1906,  it  was  decided  to  recommend  a  mini- 
mum price  of  15  cents  per  pound  for  the  balance  of  the  crop  then 
unsold.  This  was  in  accordance  with  a  report  from  the  committee 
on  holding  the  balance  of  the  unsold  crop,  which  report  was  in  part 
as  follows : 

This  committee,  on  thorough  investigation,  and  after  having 
much  discussion,  as  well  as  information  from  the  most  reliable 
sources,  and  with  careful  consideration  of  all  circumstances  sur- 
rounding the  situation,  find  no  evidence  why  cotton  is  not  worth 
15  cents  or  more,  and  by  a  unanimous  vote  recommends  that  the 
association  have  the  balance  of  the  cotton  for  1905-6  to  be  held 
for  15  cents  per  pound,  and  in  order  to  carry  this  out  successfully 
the  following  resolution  was  unanimously  adopted : 

Resolvedj  That  we  recommend  that  the  executive  committee 
of  the  Southern  Cotton  Association,  in  order  to  carry  out  the  plan 
of  holding  cotton,  as  unanimously  agreed  by  this  committee,  for 
15  cents,  select  one  representative  of  this  association  from  each 
State  and  Territory,  one  banker  from  each  State  and  Territory, 
and  five  cotton  men  at  large  to  perfect  the  following  plan:  The 
adoption  of  a  form  of  contract  by  which  the  farmer  or  owner  of 
cotton  can  deposit  with  his  banker  the  receipts  or  pledges  to  hold 
his  cotton  for  15  cents;  said  contract  to  provide  that  their  cotton 
can  not  be  sold  for  less  than  15  cents,  basis  middling,  at  southern 
ports,  except  with  the  consent  of  this  committee.  Tlie  owner  of 
said  cotton  has  full  power  and  authority  to  sell  this  cotton  at  15 
cents  or  over;  the  banker  to  retain  1  cent  per  pound,  to  be 
held  in  trust  until  such  time  as  all  of  this  cotton  so  pledged  has 
been  disposed  of,  when  this  committee  will  meet  and  arrange 
disposition  of  the  balance  as  the  interest  may  appear. 

This  committee  also  recoiimiends  the  cooperation  of  the  South- 
em  Cotton  Growers'  Association  with  the  Sea  Island  Growers' 
Association  of  Georgia  and  Florida  (being  a  branch  of  this  asso- 
ciation) in  holding  their  cotton  for  24  cents,  and  that  this  asso- 
ciation will  assist  the  said  Sea  Island  Cotton  Growei*s'  Associa- 
tion in  protecting  their  holdings  in  like  manner  as  they  do  the 
short-staple  products  now  on  hand. 


342 


COTTON  PRODUCERS  ORGANIZATIONS. 


There  is  presented  below  a  statement  of  the  monthly  mean  prices 
of  middling  cotton  at  New  Orleans  for  the  season  of  1905-6: 


Month. 

1 

Cents 

per 

pound. 

10.28 
10.22 
11.19 
11.76 
11.47 
10.72 

September... 

October 

November 

December 

Jftnnftry , 

Fe>iniftry ..... 

Month. 


Centa 

per 

pound. 


March. 
April... 
May.... 

June... 
July.... 
August 


lass 

11.29 
11.22 
ia97 
10.88 
9.91 


While  for  a  considerable  part  of  the  season  the  New  Orleans  pric^ 
was  close  to  or  above  1 1  cents,  it  is  obviously  impossible  to  draw  any 
reliable  conclusion  whatsoever  from  these  figures  as  to  the  effect  of 
the  fixing  of  a  minimum  price  by  the  union.  Clearly,  no  statistics 
can  be  obtained  showing  what  proportion  of  producers  were  influ- 
enced by  the  action  of  the  two  producers'  organizations  or  wliat  pro- 
portion of  those  so  influenced  sold  their  cotton  at  any  particular  time 
or  price. 

In  the  season  of  1905-6,  it  will  be  recalled,**  the  area  harvested 
was  only  about  26,100,000  acres,  as  comparer!  with  30,000,000  acres 
in  the  preceding  year,  and  the  crop  of  1905-6  was  only  10,725,000 
bales,  as  compared  with  approximately  13,700,000  bales  in  the  pre- 
ceding season. 

It  is  obvious  that  the  substantial  increase  in  the  price  realized  for 
the  1905-6  crop  must  have  been  largely  due  to  this  heavy  curtail- 
ment of  acreage  and  tlie  consequent  reduction  in  the  crop.  Had 
there  been  no  effort  to  name  minimum  figures,  an  advance  in  the 
price  under  these  conditions  would  have  been  altogether  natural. 
Since  such  reduction  in  acreage  was  largely  due  to  efforts  of  the  two 
producers^  organizations,  these  may  be  credited  to  some  extent  with 
the  advance  in  the  price.  It  is  important,  however,  to  distinguish  an 
advance  in  price  due  to  a  reduction  in  the  crop,  or  to  an  increase  in 
demand,  from  an  advance  in  price  due  to  organized  efforts  to  exact 
an  arbitrary  liguro  after  tlu^  crop  has  once  been  produced. 

Section  2.  Action  of  prodncers'  organizations  with  respect  to  minimnm 
prices  in  1906-7. 

For  the  season  of  1 906-7  the  Farmers'  Union,  at  a  meeting  held  at 
Texarkana  in  September,  1906,  decided  upon  a  minimum  price  of  11 
cents.  At  this  time  middling  cotton  in  New  Orleans  was  quoted  at 
about  9 J  cents  per  pound. 


"  See  page  337 
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The  Southern  Cotton  Association  ^  through  its  executive  com- 
mittee, recommended  a  minimum  of  10  cents.  A  committee  was 
*appointed  by  the  president  of  the  association  to  prepare  an  address 
for  publication  and  explain  this  action  of  the  executive  committee. 
This  address  was  as  follows: 

Inasmuch  as  we,  the  cotton  growers  of  the  South,  know  that 
there  has  been  great  deterioration  in  the  cotton  crop  since 
August  16,  and  whereas  the  consensus  of  opinion  of  the  mem- 
bers of  this  committee  is  that  the  deterioration  is  still  going  on, 
we  therefore  deem  it  unwise  to  make  an  estimate  of  the  crop  at 
this  time. 

We  are  satisfied  that  the  crop  will  not  be  as  large  as  the  current 
estimates.  We  ]bherefore  suggest  and  urge  upon  all  our  members 
and  producers  throughout  the  South  not  to  sell  their  cotton  at  a 
figure  less  than  the  cost  of  production.  Owing  to  the  high  price 
of  the  cost  of  Uving  and  the  scarcity  of  labor,  we  feel,  in  order  for 
the  farmer  who  raises  cotton  to  live,  feed  and  clothe  himself  and 
family,  and  set  aside  a  small  pittance  for  the  improvement  of  his 
farm,  it  is  necessary  that  no  cotton  should  be  sold  below  the 
bread-and-meat  line,  which  is  10  cents. 

In  fixing  10  cents  per  pound,  below  which  it  should  Dot  sell,  we 
have  no  reference  to  the  size  of  the  crop  or  any  immediate  condi- 
tions. 

We  call  upon  all  southern  interests  to  aid  in  maintaining  for  all 
time  this  price  as  a  minimum.  We  urge  the  necessity  of  mar- 
keting the  crop  slowly,  and  only  on  an  advancing  market,  with- 
drawing all  cotton  from  the  market  at  every  decline. 

We  appreciate  and  thank  the  press  for  the  valued  service  of 
the  past  and  urge  them,  in  the  interest  of  the  South,  to  assist  in 
everv  manner  possible  in  maintaining  this  minimum  price. 

We  appreciate  and  thank  the  merchants  and  bankers  for  the 
noble  manner  in  which  they  have  stood  by  the  farmers  in  the 
past,  and  urge  a  continuation  of  their  cooperation  and  support. 

The  monthly  mean  .prices  of  middUng  cotton  at  New  Orleans  dur- 
ing the  season  1906-7  were  as  follows: 


Month. 


September 
October. . . 
November 
December. 
January... 
February. 


Cents 

per 

pound. 


9.26 
10.  M 
10.51 
10.70 
10.41 
10. 51 


March.. 
April... 
May.... 

June... 
July.... 

August. 


Month. 


Cents 

per 

pound. 


10. 85 
10.94 
12.00 
12.75 
12.88 
13.16 


It  will  be  seen  from  this  summary  that  the  price  of  cotton  at  New 
Orleans  advanced  from,  roughly,  9 J  cents  in  September  to  10^  cents 
in  October,  and  again  to  10  J  cents  in  December,  and  that,  after  some 
irregularity  in  the  succeeding  months,  there  was  a  further  pronounced 
advance  in  the  latter  part  of  the  season.     It  is  entirely  impossible, 
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Similar  evidence  is  afforded  by  the  following  excerpts  from  the 
cotton  article  of  the  Commercial  and  Financial  Chronicle: 

It  is  evident,  too,  that  many  of  the  farmers  of  the  eastern  sec- 
tion are  disregarding  the  advice  of  the  farmers'  unions  to  hold 
for  15  cents  and  are  marketing  their  cotton  freely.  In  parts  of 
the  belt,  however,  holding  bacK  of  cotton  is  reported,  especially 
in  Texas." 

There  is  an  idea  among  many  that  the  financial  stringency 
throughout  the  country,  the  South  not  excepted,  must  sooner  or 
later  lead  to  the  abandonment  of  the  policy  of  hoKimg  back  for 
15  cents,  although  many  farmers  in  different  parts  of  the  belt 
seem  to  be  refusing  to  market  their  cotton,  at  least  at  present 
prices.** 

A  former  official  of  the  Texas  union,  in  speaking  of  the  holding 
movement  in  the  fall  of  1907,  said,  in  substance: 

During  the  months  of  November  and  December,  1907,  the 
farmers  of  Texas  marketed  their  cotton  very  slowly.  This 
period  fell  within  the  time  of  the  late  financial  panic,  and  it  was 
difficult  to  sell  cotton,  even  if  the  holders  were  wilUng  to  put  it 
on  the  market.  It  is  believed  but  for  the  fact  that  farmers  held 
their  cotton  during  this  period,  the  price  would  have  fallen 
much  lower. 

Another  official  of  the  Farmers'  Union  said,  in  substance: 

The  farmers  have  been  advised  to  hold  their  cotton  for  a 
certain  price  and  they  have  held  it  off  the  market,  but  not  suffi- 
ciently to  realize  their  price.  There  is  a  chain  of  warehouses  in 
Arkansas  in  which  cotton  is  stored,  and  they  have  established 
a  central  selling  agency  in  Memphis  for  the  purpose  of  dealing 
directly  with  spinners.  Good  results  have  come  from  this 
agency.  Last  October  [1907],  when  the  financial  panic  came, 
ir  the  cotton  had  been  marketed  as  it  usually  is  at  that  time 
in  the  year  there  is  no  telling  how  low  cotton  would  have  gone, 
but  they  held  it  off  the  market  and  prevented  what  is  believed 
would  have  been  ruinously  low  prices  and  perhaps  the  greatest 
panic  ever  known  in  the  cotton  trade. 

Some  light  on  tlie  effectiveness  of  this  holding  movement  in  the 
season  of  1907-8  may  be  obtained  by  a  study  of  the  amount  of  cot- 
ton '^brought  into  sight''  (that  is,  brought  from  plantations  or  farms 
to  the  local  collection  points  for  which  statistical  records  of  the  move- 
ment can  be  kept)  month  by  month  in  that  season  as  compared  with 
the  amount  brought  into  siglit  in  preceding  seasons.  It  is  a  fact 
that  this  movepaent  into  sight,  from  September  1  to  November  30, 
1907,  as  recorded  by  the  New  Orleans  Cotton  Exchange,  was  consid- 
erably slower  than  for  the  same  months  for  many  seasons  previous. 
This  is  brought  out  in  the  following  table,  which  shows  the  actual 
amount  of  cotton  brought  into  sight  from  September  1  to  November 

o  Chronicle,  September  28,  1907,  p.  810. 
b  Chronicle,  October  19,  1907,  p.  1032. 
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30  of  each  year  for  a  series  of  years,  as  well  as  the  percentage  of  the 
total  crop  thus  brought  into  sight  during  that  period : 

Table  42.— QUANTITY  OF  COTTON  "BROUGHT  INTO  SIGHT,"  AND  PERCENTAGE  OF 
TOTAL  CROP,  SEPTEMBER  TO  NOVEMBER,  INCLUSIVE,  SEASONS  1901-2  TO  190^-9. 

[\s  reported  by  Secretary  Hester,  of  the  New  Orleans  Cotton  Exchange.] 


I    Amount 
'    brought 
Season.          into  sight, 
Sept.  to 
Nov. 

1 

Total 
crop,  o 

Bales. 
10,680,680 
10,727,559 
10,011,374 
13,565,885 

Per  cent 
of  total 

crop 
brought 

into 

sight. 
Sept.  to 

Nov. 

1 

Season. 

Amount 

brought 

into  sight, 

Sept.  to 

Nov. 

•     Total 
crop.0 

Per  cent 
of  total 

crop 
brought 

into 

sight, 

Sept.  to 

Nov. 

1901-2 

Bales. 
4,843,013 
5,059,692 
5,024.499 
6,131,234 

45.34 
47.17 
50.19  , 
45.20 

1 

19G5-6 

Bales. 
5,501,414 
6,717,661 
4,619,827 
6,346,709 

Bales. 
11,345,988 
13,510,962 
11,571,966 
13,825,457 

48.49 

1902-3 

1906-7 

42.82 

1903-4 

1907-8 

39.92 

1904-5 

190a-9 

45.91 

a  Secretary  Hester's  figurps,  it  will  be  noted,  differ  slightly  from  those  of  the  Census  given  In  Table  40. 

From  this  table  it  will  be  seen  that  the  percentage  of  the  crop 
brought  into  sight  up  to  November  30  in  the  season  of  1907-8  was 
decidedly  the  smallest  for  any  year  shown  in  the  table,  running 
slightly  below  40,  whereas  in  most  previous  years  the  correspond- 
ing percentages  had  ranged  from  about  46  to  50.  The  movement 
was  noticeably  slow  in  Texas  where  the  union  is  most  effectively 
organized.  This  pronounced  faUing  off  suggests  at  first  sight  that 
the  holding  movement  of  the  union  had  a  very  material  effect.  So 
many  compUcating  factors  were  in  operation  in  the  season  of  1907-8, 
however,  particularly  the  panic  of  1907,  that  it  is  almost  impossible 
to  say  to  what  extent  this  slower  movement  into  sight  was  directly 
due  to  the  efforts  of  the  union.  That  these  efforts  did  have  some 
effect  is  indicated  by  the  excerpts  from  crop  reports  of  reUable  news- 
papers, already  referred  to,  but  it  is  impossible  to  say  that  this  was 
the  dominating  influence.. 

The  monthly  mean  prices,  in  cents  per  pound,  for  middling  cotton 
at  New  Orleans  during  the  season  of  1907-8  are  given  in  the  following 
statement : 


Month. 


^  Cents  per 
pound. 


September 
October. . . 
Novemlxjr 
December. 
January... 
February. 


Month. 


Cents  per 
pound. 


10.94 
10.16 
10.72 
11.63 
10.88 
9.76 
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Section  4.  Action  of  Farmers'  Union  on  minimum  prices  in  190ft-8. 

In  the  season  of  1908-9  the  Farmers'  Union  did  not  give  out  for 
publication  the  minimum  price  which  it  named  on  its  crop.  A  repre- 
sentative of  the  unioU;  however,  stated  to  the  Bureau  that  the  price 
named  was  12  cents.  During  that  season  the  price  of  middling  cotton 
in  New  Orleans  fell  as  low  as  8.69  cents,  and  up  to  June  1,  1909,  the 
highest  price  of  middling  in  that  market  was  only  11  cents.  In  the 
summer  of  1909,  it  is  true,  the  price  advanced  sharply  until  in  August 
it  was  above  12  cents.  Long  before  this  advance  occurred,  however, 
practically  all  cotton  had  left  farmers'  hands.  This  advance,  there- 
fore, can  not  be  regarded  as  chiefly  due  to  the  action  of  the  union  in 
holding  back  the  crop ;  instead,  it  was  due  almost  entirely  to  fears  of 
a  rather  short  crop  for  the  current  season. 

The  monthly  mean  prices,  in  cents  per  pound,  for  middling  cotton 
at  New  Orleans  during  the  season  of  1908-9  are  given  in  the  following 
statement : 


Month. 


Cents  per 
pound. 


September 
October. . . 
November, 
December. 
January... 
February.. 


Month. 


March. 
AprU... 
May.... 
June... 
July.... 
August 


Cents  per 
pound. 


9. 38 

9.88 

laao 
n.i9 

12.07 
12.32 


The  Southern  Cotton  Association  named  no  minimum  price  for 
cotton  in  the  season  of  1908-9;  in  fact,  no  meetings  of  the  association 
were  held  in  that  season. 

Section  5.  Sunmary  of  efforts  of  producers*  associations  to  maintain  mini- 
mnm  prices  of  cotton. 

From  the  foregoing  discussion  it  is  apparent  that  the  Farmers' 
Union  and  the  Southern  Cotton  Association  have  made  repeated  and 
somewhat  aggressive  efforts  to  influence  the  price  of  cotton,  both  by  a 
reduction  in  the  acreage  planted  and  by  the  holding  back  of  the  crop 
for  minimum  prices.  Officials  of  the  union  express  considerable  satis- 
faction over  the  outcome,  of  the  minimum-price  policy.  Thus  Presi- 
dent C.  S.  Barrett,  in  reviewing  the  action  of  the  union  on  this  matter, 
said  in  his  book  already  referred  to  :** 

It  was  late  in  the  fall  following  the  Fort  Worth  convention  of 
1904  that  the  union  first  undertook  to  name  a  minimum  price  at 
which  it  would  sell  farm  products.  The  organization  had  not  at 
that  time  gone  outside  tne  cotton  belt,  and  its  first  experiment 


"Mission,  History,  and  Times  of  the  Farmers'  Union,  pp.  25^255. 
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was  to  name  10  cents  a  pound  as  the  lowest  price  at  which  its 
members  should  sell  middling  cotton.  Cotton  had  fallen 
slightly  below  10  cents  at  the  time  this  action  was  taken. 

On  December  17  every  county  union  met  and  ratified  the  10-' 
cent  minimum.  Cotton  continued  to  go  down,  reaching  7  cents 
in  January,  1905,  and  did  not  get  back  to  10  cents  until  the  June 
following,  when  much  of  the  crop  had  been  sold.  Many  who 
were  unable  to  wait  had  to  let  their  cotton  go,  but  those  who 
held  on  got  the  price,  and  the  union  regarded  this  as  a  signal  vic- 
tory in  its  first  fight  for  a  minimum  price.     *    *    * 

At  Texarkana,  both  in  1905  and  1906,  the  union  fixed  the 
minimum  price  of  middling  cotton  at  11  cents.  In  September, 
1905,  when  the  action  was  taken,  it  was  selling  in  the  New  York 
spot  market  at  10.95  cents,  and  subsequently  m  December  went 
as  high  as  12.60  cents.  In  September,  1906,  it  was  quoted  at 
9.80  cents.  It  did  not  get  to  1 1  cents  until  the  spring  lollowing, 
when  it  went  above  the  minimum,  and  between  May  and  Sep- 
tember, 1907,  ranged  from  11.90  to  13.55  cents,  the  price  pre- 
vailing when  the  convention  of  1907  was  called  to  order.    . 

Encouraged  by  two  successes  in  two  successive  years,  and 
elated  over  what  to  it  seemed  its  power  to  control  the  price,  the 
union  at  Little  Rock,  in  1907,  fixed  the  minimum  price  for  the 
sale  of  cotton  at  15  cents,  although  the  staple  was  then  selling  at 
13.55  cents,  the  highest  price  known  since  March,  1904,  when  a 
big  speculative  movement  carried  it  for  the  moment  to  16  cents. 
The  crop  year  had  just  closed  with  a  record  of  13,550,760  bales, 
and  the  prospect  of  13.55  cents  in  the  face  of  a  crop  like  that 
seemed  all  that  could  be  desired.  This  action  of  the  union  was 
criticised  at  the  time  as  radical  and  extreme,  but  prosperity  was 
at  its  height,  there  was  a  big  demand,  and  there  seemed  no 
apparent  reason  why  it  should  not  go  to  that  figure.  No  human 
foresight  could  have  anticipated  the  financial  stringency.  Then 
came  the  panic,  and  cotton,  along  with  everything  else,  was 
materially  affected.  It  went  down  rapidljv^,  reaching  in  the 
spring  of  1908  a  point  around  8  cents,  but  little  more  than  half 
tne  union  demand.  It  has  since  recovered  and  gone  as  high  as 
12  cents.  Men  who  might  have  gotten  13  cents  and  over  for 
their  cotton  early  in  the  season  held  it  for  15  cents;  thousands, 
finally  forced  to  sell  to  meet  their  obligations,  pocketed  their 
losses,  but  still  remained  otherwise  loyal  to  the  organization. 
The  warehouse  system,  now  being  rapidly  perfected,  will  render 
such  occurrences  in  the  future  impossible. 

Owing  to  the  great  variety  of  influences  affecting  the  price  of  cotton, 
it  is  virtually  impossible  to  measure  the  effect  of  any  single  cause  like 
the  minimum  price  policy  of  producers'  organizations.  The  fact  that 
in  several  years  the  price  of  cotton  has  ruled  substantially  below  the 
minimum  prices  named  by  the  Farmers'  Union  does  not  mean  that 
the  policy  of  the  union  was  without  effect.  It  is,  of  course,  possible 
that  while  the  minimum  prices  were  not  obtained  for  the  entire  crop 
the  average  price  actually  realized  was  higher  than  it  otherwise 
would  have  been.  On  the  other  hand,  the  fact  that  in  some  years 
the  price  of  cotton  ruled  fairly  close  to  the  minimum  prices  named 
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by  the  union  can  not  be  regarded  as  certainly  due  to  the  efforts  of 
the  union,  because  of  the  important  influence  which  may  have  been 
exercised  by  other  causes. 

The  period  since  the  union  was  formed  has  been  too  short  to  permit 
of  safe  deductions  from  a  study  of  price  movements.  This  is  particu- 
lariy  the  case  since  price  movements  in  this  period  have  been  com- 
plicated by  many  exceptional  circumstances.  It  is  a  fact  that  during 
the  past  five  years,  in  which  the  Farmers'  Union  has  been  organized, 
the  price  of  cotton  on  the  whole  has  not  only  been  somewhat  higher 
than  it  was  in  the  preceding  five  years,  but  the  price  has  apparently 
been  somewhat  better  sustained  during  the  active  crop-moving 
period — that  is,  from  October  to  December,  inclusive — than  in  the 
preceding  five  years.  It  is  quite  impossible^ to  say,  how^ever,  that 
such  improvement  has  been  due  to  any  material  extent  to  the  mini- 
mum price  policy  of  the  Farmers'  Union. 

Comparisons  also  show  that  the  proportion  of  the  crop  marketed 
during  the  three  active  crop-moving  months  of  the  season  has,  during 
the  past  five  years,  been  smaller  than  during  the  preceding  five  years. 
On  the  other  hand,  the  proportion  marketed  in  the  earlier  period 
was  very  materially  smaller  than  the  proportion  shown  by  an  average 
of  figures  for  the  preceding  fourteen  years. 

The  monthly  average  percentages  of  the  movement  of  the  crop 
"into  sight''  for  these  three  periods  are  given  in  Table  43.  The 
comparison  is  presented  graphically  in  chart  24,  opposite  this  page. 

Table  43.— COMPARISON  OF  AVERAGE  PERCENTAGES  OF  CROP  "BROUGHT  INTO 
SIGHT"  MONTHLY,  BEFORE  AND  SINCE  INAUGURATION  OF  MINIMUM-PRICE 
POLICY  OF  FARMERS'  UNION. 


Month. 


September. 

October 

November - 
December. . 

January 

Febniary . . 


lSStt-1899. 

Per  cent. 

8.67 

21.35 

2L35 

20.06 

9.76 

6.50 


1000-1904. 

Per  cent. 

9.23 
19.47 
18.69 
16.73 
10.92 

7.49 


1905-1909. 


Month. 


Per  cent.    ; 

9.02 
17.37 
17.98 
15.97  ' 
10.45  I 

7.28  ' 


March.. 
AprU... 
May... 
June . . . 
July... 
August. 


1886-1899. 

1900-1904. 

Per  cent. 

Per  rent. 

4.74 

5.94 

2.78 

3.68 

1.80 

2.57 

1.00 

L77 

1            1.99 

3.51 

I 


19a>-1909. 

Percent. 
6.49 
4.88 
3.99 
2.51 
2.00 
2.06 


From  this  table  it  will  be  seen  that  there  was  an  appreciable 
improvement  in  crop-movement  conditions  during  the  five  years 
ended  in  1909,  as  compared  with  the  preceding  five-year  period.  It 
will  also  be  apparent  from  the  table  that  the  active  crop-moving 
period  comprises  the  months  of  October,  November,  and  December. 
The  average  movement  *4nto  sight"  in  these  months  for  the  five- 
year  period  1905-1909  was  51.32  per  cent,  as  compared  with  54.89 
per  cent  for  the  preceding  five-year  period  and  62.76  per  cent  for  the 
fourteen  years  1886-1  (S99.     The  improvement  in  conditions  in  the 
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period  1906-1909  will  be  instantly  apparent  from  the  chart.  While 
these  comparisons  thus  show  a  decidedly  better  distribution  of  the 
crop  movement  in  the  latest  period,  it  can  not  be  assumed  that  this 
improvement  is  chiefly  or  even  largely  due  to  the  efforts  of  the 
Farmers'  Union.  It  is  clear  from  the  data  presented  that  there  had 
been  a  very  pronounced  improvement  prior  to  the  organization  of 
the  Farmers'  Union  in  1904.  Indeed,  the  improvement  during  the 
five  years  ended  1904,  as  compared  with  the  fourteen  years  ended 
1899,  was  so  pronoimced  as  to  suggest  that  the  subsequent  improve- 
ment in  tlie  movement  of  the  crop  in  the  five  years  ended  1909  might 
naturally  have  been  expected,  in  view  of  the  known  improvement  in 
the  condition  of  the  cotton-producing  class,  even  had  the  Farmers' 
Union  never  been  organized.  As  above  stated,  contemporary  evi- 
dence does  suggest  that  in  some  seasons,  at  least,  this  better  distri- 
bution of  the  crop  was  partly  attributable  to  the  action  of  the 
Farmers'  Union.  It  is  entirely  impossible  by  statistical  methods, 
however,  to  measure,  even  roughly,  the  influence  of  the  union. 

Section  6.  Pooling  proposition  submitted  by  Fanners'  Union  to  cotton 
interests  in  Hew  Orleans  in  November,  1908. 

Another  specific  effort  of  the  Farmers'  Union  to  influence  the  price 
of  cotton  was  made  at  a  joint  conference  of  representatives  of  the 
union  with  financial  and  commercial  interests  at  New  Orleans  in  that 
city  in  November,  1908.  This  was  a  proposition  by  representatives 
of  the  union  to  form  a  cotton  pool  controlling  no  less  than  1 ,000,000 
bales  of  cotton,  one-half  of  which  amoimt  was  to  be  contributed  by 
the  union  and  one-half  bv  the  commercial  interests  of  New  Orleans 
represented  at  the  conference.  At  this  conference  there  was  a  great 
deal  of  discussion  of  the  advisability  of  erecting  a  large  central  ware- 
house in  New  Orleans  with  a  view  to  securing  lower  charges  and 
otherwise  facilitating  the  handling  of  cotton  at  that  port.  Repre- 
sentatives of  the  Farmers'  Union,  however,  openly  stated  that  they 
wanted  much  more  than  improved  warehouse  facilities.  This  is 
indicated  by  the  following  statement  of  G.  R.  Hightower,  of  the 
Farmers'  Union: 

We  want  more  than  the  warehouse  plan.  The  Farmers'  Union 
can  tie  up  a  very  large  volume  of  cotton.  We  believe  that  the 
commercial  interests  and  other  interests  of  the  country  have  the 
means  and  the  ability  to  do  as  much  as  we  have.  We  believe  a 
united  effort  will  do  more  to  affect  the  price  of  cotton  than  any- 
thing else  that  has  been  done,  and  wall  give  the  South  prosperity. 

We  would  like  for  the  business  interests  to  pool  half  a  million 
bales  of  cotton  with  half  a  million  bales  of  the  farmers. 

Still  later  in  the  session  Mr.  Hightower  again  urged  this  plan  in  the 
following  language: 

I  feel,  and  so  do  all  who  have  come  here  to  this  convention, 
that  in  promoting  and  seconding  the  great  scheme  of  the  great 
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warehouse  we  have  taken  the  proper  step,  but  I  feel  equally  as 
strongly  that  should  this  conunittee  leave  New  Orleans  without 
taking  some  definite  and  positive  step  as  regards  advancing  the 
price  of  cotton  that  we  have  failed  in  the  most  essential  point 
that  will  lead  to  our  relief.     I  have  a  suggestion  that  vnli  give 
some  reUef.     Every  man  admits  that  the  slow  marketing   of 
cotton  is  the  only  solution.     This  rapid  selling  is  caused  by  the 
tenant,  the  negro,  who  has  to  sell.     The  Farmers'  Union  can 
place  at  the  disposal  of  this  committee  a  very  large  volume  of 
cotton,  say,  1,000,000  bales.     It  will  do  it,  but  we  do  not  feel 
that  we  can  go  through  the  trying  conditions  we  went  through 
last  year  and  hold  this  cotton  off  the  market  by  personal  sacri- 
fices, and  the  other  cotton  go  on  the  market  at  the  advances. 
What  we  think  ought  to  be  done,  and  what  is  practical,  is  that 
the  commercial  interests  of  this  country  join  hands  and  say  that 
we  will  pool  a  bale  of  cotton  every  time  that  you  pool  a  bale  of 
cotton.     An  appeal  from  New  Orleans  and  the  Farmers'  Union 
will  electrify  tne  nation.     In  mv  judgment,  the  world  will  take 
every  bale  of  cotton  in  the  South  by  next  June  at  a  profit  to  the 
South.     We  did  it  last  year.   *     *     *    The  Farmers  Union  can 
do  it  this  year.     We  can  have  a  man  do  personal  work  in  every 
county  in  the  South.     We  are  going  to  have  a  warehouse  receipt 
for  a  bale  of  cotton  put  in  a  bank,  and  a  certificate  from  that 
bank  will  be  given.     It  is  subject  to  the  order  of  the  Farmers' 
Union.     I  want  to  say  that,  if  there  is  something  of  this  sort 
done,  the  business  interests  of  this  entire  countrjr  will  not  be 
disappointed,  and  I  hope  we  will  be  able  to  arrive  at  some  definite 
conclusion  that  will  give  some  results. 

This  proposition  to  enter  into  a  pooUng  arrangement  was  not 
accepted  by  the  commercial  interests  represented  at  the  conference; 
instead,  these  interests  confined  themselves  to  a  general  indorsement 
of  its  poUcy  of  holding  cotton.  This  indorsement  was  in  the  form  of 
an  appeal  adopted  by  a  joint  committee  of  the  union  and  of  the  com- 
mercial and  financial  interests,  and  given  to  the  public.  This  appeal 
was  as  follows: 

To  THE  People  of  the  Cotton  Belt: 

We,  the  joint  committee  of  the  National  Farmers'  Union  and 
of  the  financial  and  commercial  interests  of  New  Orleans,  real- 
izing that  confidence  in  cotton-market  conditions  has  been  im- 
paired, and  the  apprehension  thereby  engendered  has  caused  more 
rapid  marketing  of  cotton  than  has  ever  been  known,  and  believ- 
ing that  the  holding  of  cotton  at  the  present  time  will  permit  the 
healthy  assimilation  of  temporary  superabundance  and  restore 
normal  conditions,  imder  wliich  remunerative  prices  may  be 
obtained,  hereby  earnestly  appeal  to  every  farmer,  merchant,  and 
banker,  and  other  holders  and  owners  of  cotton  to  hold  back,  so 
far  as  they  can,  their  present  holdings  and  not  sell  unless  abso- 
lutely compelled  to  do  so  until  the  price  of  cotton  shall  have 
reached  a  substantially  increased  figure. 

We  especially  request  all  merchants  and  bankers  of  the  cotton 
belt  to  extend  the  obligation  of  the  cotton  grower  when  called 
upon  to  do  so  for  a  reasonable  period,  and  to  do  all  other  things 
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in  their  power  to  aid  and  encourage  such  gjrowers  and  holders  of 
cotton,  believing,  as  we  do,  that  aU  the  business  conditions  of  the 
world,  and  especially  of  the  cotton  world,  steadily  point  toward 
better  prices  than  now  obtain. 

We  oelieve  that  such  concerted  and  determined  action  will 
lo^cally  and  in  all  probability  increase  the  present  inadequate 
pnce  paid  for  cotton. 

(Signed)  Charles  Janvier,  chairman;  J.  G.  Dimcan,  Walter 
Parker,  S.  P.  Walmsley,  John  M.  Parker,  E.  S.  Maunsell^  C.  H. 
Ellis,  M.  B.  Trezevant,  representing  New  Orieans  financial  and 
commercial  interests;  J.  i .  Callahan,  Oklahoma;  W.  A.  Morris, 
Alabama;  L.  H.  O.  Martin,  Georgia;  G.  R.  Hightower,  Missis- 
sippi;  J.  Z.  Green^  North  Carolina;  T.  J.  Brooks,  Tennessee; 
J.  W.  Boyett,  Louisiana;  C.  T.  Ladson,  Atlanta,  Ga.,  advisory 
counsel,  joint  committee,  representing  National  Farmers'  Union. 

n.  WABEHOTJSE  POLICY  OF  PBODTJCEBS'  ORGANIZATIONS. 

Section  7.  Efforts  of  Farmers*  Union  to  inflnence  prices  throngh  owner- 
ship and  control  of  warehouses. 

In  line  with  its  policy  of  reconmiending  the  holding  of  the  cotton 
crop  for  at  least  the  minimum  prices  named  from  year  to  year,  mem- 
bers of  the  Farmers'  Union  have  entered  somewhat  extensively  upon 
the  policy  of  constructing  and  operating  warehouses  throughout  the 
cotton  belt. 

There  are  several  objects  in  this  warehouse  policy.  One  is  to  secure 
the  deposit  of  cotton  raised  by  members  of  the  imion  in  union  ware- 
houses, although  there  is  no  official  provision  which  compels  a  member 
who  deposits  cotton  in  such  warehouse  to  keep  it  there  imtil  the  mini- 
mum price  is  obtained.  Another  object  is  to  facilitate  loans  on  cotton 
as  collateral,  it  being  hoped  that  these  warehouse  corporations,  by 
accumulating  considerable  quantities  of  cotton,  will  be  able  to  secure 
advances  from  banks  on  more  liberal  terms  than  would  be  possible  in 
the  case  of  individual  producers  each  handling  only  a  very  small  quan- 
tity. One  argument  advanced  in  support  of  this  pohcy  is  that  under 
the  warehouse  system  the  lender  of  money  will  have  positive  assurance 
that  his  collateral  is  in  the  proper  place,  whereas  in  the  case  of  deal- 
ings with  a  large  number  of  small  producers  there  is  clearly  great 
difficulty  in  securing  such  assurance. 

An  idea  of  the  purposes  contemplated  in  the  organization  of  these 
warehouses  is  suggested  by  the  following  excerpt  from  a  leaflet  issued 
by  the  Farmers'  Union  Cotton  Company  of  Memphis,  Tenn.,  a 
Farmers'  Union  organization: 

The  company  sells  by  samples  cotton  stored  in  country  ware- 
houses, where  there  are  lots  of  50  or  more  bales  of  even-running 
grades,  charging  a  fee  oi  fifty  cents  a  bale.  But  before  grading, 
classing,  pricing,  etc.,  the  company  requires  that  an  agreement 
be  entered  into  which  places  the  cotton  m  our  hands  for  sale,  and 
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stating  the  lowest  price  which  will  be  acceptable.     This  does  not 
mean  that  we  will  not  get  all  we  can  for  the  owner,  but  it  will  be 
a  guide  as  to  what  he  expects.     *    *    *      We  do  not  advise  selling 
until  the  minimum  is  reached y  but  want   every  union  member 
to  know  thcLt  we  are  in  a  position  to  secure  a  quick  scle  at  top 
prices  on  any  cotton  in  our  warehouse  at  Memphis,  if  for  any 
reason  he  desires  to  sell  his  cotton.     *    *    *    The  country  buyer 
or  speculator  buys  your  cotton  in  average  lists,  including  different 
grades,  at  an  even  price,  and  then  classes  the  cotton  in  even- 
running  lists  to  suit  spinners,  and  in  this  way  gets  the  benefit  of 
extra  grades  and  staples.     Our  classers  class  every  bcle  upon  its 
own  grade,  and  our  salesmen  sell  everv  bale  upon  its  own  merits, 
both  as  to  grade  and  staple,  and  in  tnis  way  the  owner  gets  the 
actual  value  of  each  individual  bale.     *    *    *     During  the  pan- 
icky days,  when  others  would  not  lend  you  money  on  your  cotton, 
we  did  take  care  of  every  union  mxin^s  money  necessities  who  placed 
his  cotton  with  us  by  lending  him  $80  per  tale  and  up.**     We  put 
out  to  one  union  shipper  in  one  day  during  these  times  ten  thou- 
sand dollars  ($10,000). 

A  large  number  of  warehouses  have  been  erected  by  rnembers  of  the 
Farmers'  Union,  particularly  in  Texas,  Georgia,  and  Mississipj>i. 
No  reliable  statistics  are  available  as  to  the  exact  number  or  capacity, 
but  a  representative  of  the  union  in  February,  1909,  estimated  the 
number  at  about  1,500.  A  great  many  of  these  are  small  and  their 
aggregate  capacity  would  represent  only  a  moderate  fraction  of  the 
cotton  crop. 

Section  8.  Proposed  consolidation  of  union  warehouses  in  respective  States. 

At  the  present  time  officials  of  the  Farmers*  Union  are  making  eflForts 
for  a  consolidation  of  the  various  union  warehouses  in  the  respective 
States  under  central  companies.  This  is  one  of  the  most  important 
features  of  the  current  work  of  the  union.  So  far,  this  movement  has 
not  made  much  progress.  A  charter  for  such  a  consolidated  ware- 
house company  has,  however,  been  taken  out  in  Georgia,  and  further 
incorporations  of  the  same  sort  in  other  States  are  contemplated.  The 
purposes  of  this  Georgia  compan}'',  as  defined  in  its  charter,  are  as 
follows : 

The  business  to  be  carried  on  by  said  corporation  is  to  buy, 
build,  own,  lease,  and  operate  warehouses  throughout  the  State 
of  Georgia;  to  engage  in  the  business  of  storing  and  warehousing 
cotton  and  other  farm  products  for  hire;  to  issue  negotiable  or 
nonnegotiable  warehouse  receipts  or  cotton  certificates,  as  needed, 
upon  cotton  or  other  farm  products  stored  in  any  of  the  ware- 
houses owned  or  controlled  oy  said  corporation,  and  to  provide 
for  securing  and  guaranteeing,  by  pledgmg  all  or  any  part  of  its 
physical  or  other  assets,  or  by  obtaining  other  guaranties,  at  the 
discretion  of  its  board  of  directors;    to  buy  and  sell  cotton  and 
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other  farm  products  for  itself,  or  as  agent  or  trustee  for  its  stock- 
holders or  other  persons  or  corporations,  upon  commission;  to 
aid  its  members  or  stockholders  in  borrowing  mone}r  upon  their 
cotton  or  other  farm  products,  when  safely  stored  in  the  ware- 
houses of  either  of  them,  of  said  corporation,  upon  its  guaranteed 
warehouse  receipts;  also  to  borrow  money  upon  its  own  initiative 
for  the  purpose  of  lending  same  to  its  stockholders  upon  their 
cotton  or  other  farm  products,  as  pledge  or  collateral,  and  to 
mortgage  or  pledge  its  own  assets  to  also  further  secure  such  loans, 
for  the  purpose,  among  other  things,  of  enabling  such  stockhold- 
ers to  hold  their  cotton,  etc.,  in  their  efforts  to  secure  fair  and 
better  prices  therefor. 

An  officer  of  this  company,  in  outlining  its  purposes,  said,  in  sub- 
stance : 

This  warehouse  company  will  take  the  farmers'  cotton,  grade 
it,  store  it,  insure  it,  and,  if  the  farmer  desires,  advance  him 
money  on  it.  The  company  will  issue  a  warehouse  certificate 
showing  the  name  of  the  owner  of  the  cotton,  its  weight,  and  its 
grade.  The  company  will  undertake  to  guarantee  the  weight 
and  grade  and  deliver  to  the  holder  of  this  certificate  on  demand 
the  cotton  described  in  it.  It  is  believed  that  these  certificates 
will  readily  command  loans  from  banks  when  it  is  thoroughly 
established  that  the  warehouse  is  responsible  for  its  obligations. 

The  company  w^ill  charge  a  reasonable  price  for  storage  and 
handling,  tnus  making  the  warehouse  business  self-sustaining. 
Each  warehouse  will  employ  a  union  classer  who  will  grade  the 
farmers'  cotton,  and  the  name  of  this  classer  will  appear  on  the 
certificate.  A  cotton-grading  school  is  now  being  conducted  at 
Union  City,  Ga.,  where  men  are  being  trained  for  this  work  of 
classification. 

This  officer  of  the  company  further  said  that  it  was  not  his  expecta- 
tion that  the  corporation  would  handle  a  large  proportion  of  the 
Georgia  crop  for  the  present.  He  stated  that  if  the  company  should 
handle  4  or  5  per  cent  of  the  crop  in  that  State  for  the  first  year  of  its 
business  he  would  feel  that  it  had  accomplished  a  great  deal.  He 
expressed  the  opinion,  however,  that  in  five  years  the  company  would 
handle  and  market  enough  of  the  crop  to  enable  it  to  exert  a  decided 
influence  on  the  price. 

The  capital  stock  of  this  Georgia  company  is  $100,000,  which  may 
be  increased  to  $500,000.  This  stock  can  be  subscribed  for  only  by 
members  of  the  Farmers'  Union.  wSuch  subscriptions  may  be  made 
either  in  cash  or  in  the  property  of  warehouse  companies,  as  will  be 
seen  from  the  following  excerpt  from  the  charter: 

Petitioners  pray  that  subscriptions  to  the  capital  stock  may  be 
paid  in  cash,  or  in  real  and  personal  property,  or  in  the  assets  of 
similar  or  other  cotton  warenouse  companies,  at  their  reasonable 
value,  and  also  the  right  to  pay  for  sucn  assets  of  similar  or  other 
cotton  warehouse  companies,  incorporated  or  unincorporated,  by 
issuing  to  siicli  otlier  or  similar  warehouse  companies  its  common 
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or  other  stock  in  exchange  for  their  assets,  including  warehouse 
buildings,  franchises,  good  will,  etc.,  upon  such  fair  terms  of 
purchase  or  exchange  as  may  be  agreea  upon  by  its  board  c)f 
directors  of  said  Union  Consolidated  Warehouse  Company  an<l 
said  similar  or  other  warehouse  companies,  or  their  stockholders 
or  owners;  with  the  right,  by  said  sale  or  exchange  of  its  said 
stock,  to  completely  bu\',  merge,  and  own  such  other  or  similar 
warehouse  companies,  or  to  excliange  or  sell  its  stock  for  a  part  of 
the  capital  stock  or  other  holdings  or  assets  of  other  or  similar 
warehouse  ccmipanies,  incorporated  or  unincorporated. 

Petitioners  desire  the  right  to  commence  busmess  when  10  per 
cent  of  its  capital  stock  shall  have  been  paid  in,  either  in  cash  or 
its  equivalent  in  property,  as  hereinbefore  mentioned. 

It  may  be  noteil  that  the  union  is  not  undertaking  to  consolidate 
the  union  warehouses  in  the  State  of  Texas,  where  the  number  is 
much  larger  than  in  any  other  State.  A  representative  of  the  Texas 
division  of  the  Farmers'  Union  stated  that  under  the  laws  of  Texas 
such  a  consolidation  can  not  be  accomplished  at  the  present  time. 

Section  9.  Proposed  merger  of  State  warehouse  corporations. 

Not  only  is  the  union  at  the  present  time  attempting  to  organize 
consolidations  of  the  union  warehouses  in  several  cotton  States,  but 
the  still  further  step  is  contemplated  of  eventually  combining  these 
State  consolidations  into  still  larger  organizations.  Very  little  has 
thus  far  been  reall}^  accomplished  in  this  direction.  The  plan  is, 
however,  under  consideration  by  some  of  the  leading  interests  in  the 
unicm. 

The  nature  and  j)ui7)oses  of  this  policy  of  warehouse  consolidation 
are  set  forth  in  tiie  following  correspondence  between  C.  S.  Barrett, 
national  president  of  the  Farmers^  Union,  and  C.  T.  Ladson,  general 
counsel  of  the  organization: « 

Union  City,  Ga., 

November  20,  1908. 
Hon.  C.  T.  Ladson,  Atlanta^  Ga. 

Dear  Sik  :  I  would  be  glad  to  have  you  outline  a  practical  plan 
of  cooperation  by  which  our  warehouse  system  may  be  made 
more  effective. 

You  understand  that  we  have  several  hundred  warehouses  in 
the  South  that  do  not  seem  to  me  to  be  doing  as  nmch  for  the 
financial  interest  of  the  farmers  as  thev  ought.  These  ware- 
houses have  been  built  and  financed  by  tlie  farmers  at  great  ex- 
])ense  in  time  and  njoney,  and  a  plan  by  which  they  could  be  made 
topay  better  and  be  of  better  service  to  the  union  would  be  very 
acceptable. 

The  farmers  seem  to  lose  sight  of  the  fact  that  other  interests 
pool  their  holdings  and  thereby  control  the  price  of  their  com- 

'^  C-orrcspoiulence  from  Mission,  History,  and  Times  of  the  Farmers*  Union,  page? 
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modities.     If  jou  will,  as  1  feol  sure  you  can,  outline  a  practical 
and  systematic  plan  for  getting  those  warehouses  to  cooperate, 
you  will  do  a  great  sei*vice  to  the  union. 
Very  respectfuUv,  yours, 

C.  S.  Barrett, 
National  President  Farmers'   Vnion. 

In  response  to  this  request,  counsel  submitted  the  following  plan: 

Atlanta,  (ta.,  November  25^  1908, 
Mr.  Chas.  S.  Barrett, 

President  National  Farmers'  Union,  Union  City,  Ga. 

My  Dear  Sir:  Replying  to  your  valued  favor  of  the  2()th 
(wherein  you  ask  me  to  *S)utUne  a  practical  plan  of  cooperation 
by  which  our  warehouse  sjstem  may  be  made  more  effective"), 
I  have  the  honor  to  submit  the  following: 

(1)  While  the  Farmers^  Union  wareliouses,  under  separate 
ownership  and  management,  are  of  great  benefit,  yet  it  is  also 
true  that  much  greater  benefits  can  be  secured  by  federating 
such  warehouses  into  state  and  interstate  central  companies. 

(2)  The  reasons  for  this  are  manifold,  but  the  principal  one 
is  that  it  will  enable  the  members  to  borrow  more  money,  and  at 
greatly  reduced  rates  of  interest. 

(3)  As  matters  now  stand  your  membera  find  it  difficult,  as  a 
rule,  to  borrow  money  on  the  receipts  of  such  warehouse  com- 
panies, except  from  local  banker  and  mercliants,  and  have  to 
pay  therefor  high  rates  of  interest.  City  banks,  as  a  rule,  will 
not  lend  money  on  such  collateral,  not  deeming  it  sufficiently 
safe,  because  such  individual  warehouses  have  but  a  few  thousand 
dollars  of  physical  assets,  and  rarely  have  any  commercial  rating. 

(4)  One  of  the  main  causes  for  low  prices  of  cotton  is  because 
too  much  cotton  is  '^dumpecr^  on  the  market  in  the  early  fall 
months,  instead  of  being  held  back,  and  sold  out  as  the  world 
needs  and  demands  it.  Whatever  will  substantially  aid  the 
farmer  in  holding  his  cotton,  and  to  sell  and  supply  the  same 
according  to  the  demands  of  the  buyers  and  spinnei-s,  means 
better  prices.  This  is  merely  stating  a  tniism,  a  fact  wliich 
every  intelligent  cotton  grower  knows. 

(6)  By  federating  all  the  Farmers'  Union  warehouses  in  eadi 
State,  and  forming  State  central  companies,  these  central  com- 
panies, having  such  great  financial  strength,  would  (|uickly 
attain  high  commercial  ratings,  and  warehouse  receipts  or  cer- 
tificates, guaranteed  by  such  central  companies,  woidd  be 
regarded  as  Al  security  or  collateral  in  any  bank  in  the  United 
States. 

(6)  And,  when  State  central  companies  have  been  successfully 
operated  for  a  season,  then,  as  a  rurther  l)eneficial  step,  these 
iTi^er-State  central  companies  should  be  formed,  say  in  groups 
of  three  or  four  States,  throughout  the  cotton  belt.  The  com- 
bined assets  of  each  of  these  in/f^r-State  central  companies  would 
furnish  such  splendid  and  enormous  financial  strength  as  to 
make  other  guaranteed  warehouse  receipts  good  collateral,  not 
only  in  this  country  Irnt  in  Europe, 
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(7)  By  the  aid  of  these  strong  central  companies  $10  could, 
doubtless,  be  borrowed  where  $1  can  be  borrowed  now,  and  at 
about  one-half  the  rates  of  interest  now  currently  charged. 

(8)  In  my  opinion,  the  forming  of  these  central  companies 
would,  also,  vastly  tend  to  increase  the  number  of  Farmers' 
Union  warehouses  throughout  the  South;  and,  furthermore, 
would  also  greatly  lessen  insurance  rates,  etc. 

(9)  Furthermore,  I  respectfully  submit  that  the  forming  of 
such  strong  central  com])anies  will  have  to  precede  the  forming 
and  successful  operation  of  central  selling  companies.  Under 
the  present  system  of  individual,  widely  scattered,  and  often 
isolated,  warehouses,  each  under  separate  control,  it  is  hardly 
possible  for  central  selUng  agencies  to  be  successfully  carried  on. 

(10)  Of  course,  to  successfully  carry  out  these  plans  will 
require  a  OTeat  deal  of  sound  business  sense.  It  will  require 
loyalty  and  confidence  and  cooperation  of  the  membership  now 
owning  such  warehouses,  as  well,  also,  of  the  rank  and  file  of  the 
entire  membership.  The  most  experienced  men  should  be 
placed  at  the  head  of  such  central  companies,  and  every  respon- 
sible officer  and  agent  should  be  required  to  give  fidelity  bonds. 
The  central  companies  should  arrange  to  borrow  the  needed 
funds,  and  no  favoritism  should  be  shown  to  one  warehouse  or 
locality  more  than  to  others  in  the  distribution  of  borrowed 
money. 

(11)  The  legal  documents  creating  such  central  companies 
should  be  so  prepared  as  to  fairly  and  fully  protect  each  and 
every  stockholder's  interest  in  the  present  individual  companies, 

(12)  Such  central  State  and  interstate  companies  can  be 
legally  formed  by  either  exchanging  stock  now  held  in  indi- 
vidual companies  for  stock  in  such  central  companies,  upon  a 
fair  and  equitable  basis,  thus  absolutely  conveying  and  merging 
all  individual  companies'  properties  into  central  companies;  or 

(13)  By  the  formation  of  central  holding  companies,  by  pro- 
viding that  such  central  companies  shall  merely  act  as  trustees 
under  limited,  specified  powers,  the  equitable  title  to  the  various 
individual  companies  to  remain  in  them  and  in  their  stock- 
holders. 

(14)  By  either  plan  arrangements  could  doubtless  be  made  to 
allow  certain  advisory  duties  to  be  performed  by  present  board 
of  directors  in  such  individual  companies,  such  as  nominating 
local  warehousemen,  etc.,  subject  to  the  approval  of  the  central 
com])anies. 

(15)  It  is  impossible  in  a  letter  to  more  than  briefly  outline 
plans  of  this  character.  As  previously  stated,  in  order  to  make 
these  central  companies  successful,  the  lovalty,  confidence,  and 
support  of  your  membership  must  be  forthcomin^jy  otherwise 
such  plans,  when  attempted  to  be  put  in  operation,  like  another 
business  undertaking  lacking  in  these  essentials,  will  result  in 
failure.'* 

Very  tmly,  and  sincerely  yours, 

C.  T.  Ladson, 
General  Counsel  of  the  National  Farm^rs^  Union, 

u  All  italics  as  in  original. 
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It  will  be  seen  that  the  scheme  outlined  in  paragraph  13  of  the  above 
proposition  amounts  to  a  combination  of  warehouse  corporations, 
much  along  the  lines  of  the  trusts  of  early  days.  Should  this  move- 
ment take  tangible  form,  it  is  conceivable  that  the  union  might 
become  a  factor  of  decided  importance  in  regulating  cotton  prices. 
At  the  moment  the  organization  of  state  consolidations  themselves 
is  in  such  a  preliminary  stage  that  it  is  too  early  to  say  whether  there 
is  any  real  likelihood  of  the  broader  scheme  meeting  with  success. 

In  this  connection  the  following  excerpt  from  a  statement  by  C.  S. 
Barrett,  president  of  the  National  Union,  may  be  cited: 

In  my  State  [Georgia]  the  warehouses  will  be  amalgamated 
and  in  years  to  come  m  other  States.  We  get  alon^  very  nicely 
in  most  States.  *  *  *  They  understand  we  sh^l  have  to  do 
business  like  other  business  folk.  *  *  *  We  have  got  to  have 
big  companies;  one  big  company.  They  are  being  educated  up 
to  that;  they  are  gradually  coming  up  to  it.  *  *  *  I  am 
working  to  amalgamate  the  whole  business. 

This  attitude  is  also  suggested  by  the  following  excerpt  from  a 
booklet  prepar.ed  by  J.  Y.  Callahan,  of  the  Farmers'  Union: 

When  we  were  first  apprised  of  the  trusts  we  were  agreed  that 
they  could  not  survive.  This  only  proves  how  little  we  were 
informed  and  how  little  we  had  investigated,  but  none  under- 
stood the  situation;  none  suspected  the  growth  of  the  new 
system.  We  hoped  that  the  trusts  would  destroy  themselves, 
and  to-day  they  are  our  masters  and  the  hope  of  destroying  them 
is  a  distant  dream.  We  should  arrange  to  protect  ourselves  bv 
meeting  them  on  their  own  ground. 

Section  10.  Efforts  of  Southern  Cotton  Association  to  inflnence  cotton 
prices  through  control  of  warehouses. 

The  estabhshment  and  operation  of  warehouses  was  seriously  advo- 
cated by  the  Southern  Cotton  Association  as  well  as  by  the  Farmers' 
Union,  but  in  the  case  of  the  Southern  Cotton  Association  very  Uttle 
real  prepress  appears  to  have  been  made.  At  the  convention  in  Janu- 
ary, 1905,  at  which  the  Southern  Cotton  Association  was  organized,  a 
plan  was  drawn  up  for  a  cotton-planters'  commission  and  holding 
company,  this  plan  having  the  indorsement  of  influential  cotton  mer- 
chants in  New  Orleans. '  It  was  proposed  that  this  commission  and 
holding  company,  which  was  really  to  be  a  warehouse  and  selling 
company,  should  have  power  to  receive  and  hold  cotton,  and  sell  the 
same  at  not  less  than  10  cents  per  pound,  basis  middling,  New  Orleans; 
in  other  words,  the  company  was  to  act  as  a  cooperative  warehouse 
and  selling  agency.     It  was  to  be  capitalized  at  $100,000. 

At  the  meeting  of  the  executive  committee  of  the  association  in 
September,  1906,  a  more  ambitious  project  was  proposed.  This  was 
the  oi^anization  of  the  Southern  Cotton  Association  into  a  chartered 
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corporation  for  the  purpose  of  buying,  selling,  and  warehousing 
cotton^  with  a  capitalization  of  not  less  than  $60,000,000,  in  shares  of  a 
par  value  of  $5  each.  It  was  afterwards  decided  to  fix  the  original 
capitalization  at  $1,000,000,  with  the  privilege  of  increasing  it  to 
$100,000,000. 

This  scheme,  like  that  undertaken  two  years  earlier,  came  to 
nothing,  and  a  few  months  afterwards  the  Southern  Cotton  Associa- 
tion ceased  to  be  an  influential  factor  in  the  cotton  business. 

m.  ST7HMABY. 

Section  11.  General  considerations  of  the  policies  of  cotton  producers' 
organizations. 

The  eflForts  of  these  producers'  organizations  have  been  severely 
criticised  by  some  interests  in  the  cotton  trade.  The  Farmers' 
Union,  particularly,  has  been  referred  to  as  a  "farmer's  trust." 
Such  criticisms  ha^e  been  made  by  members  of  cotton  exchanges 
at  times,  but  more  frequently  by  manufacturers  of  cotton  goods. 
Representatives  of  the  Farmers'  Union  retort  that  spinners  them- 
selves at  times  take  concerted  action  looking  toward  a  curtailment 
of  production  when  the  price  of  cotton  is  considered  too  high  as 
compared  with  the  price  of  cotton  goods.  It  is  worth  noting  in  this 
connection  that  in  the  present  season,  1909-10,  the  Arkwright  Club 
sent  out  a  general  letter  to  manufacturers  of  cotton  goods  asking 
their  views  as  to  the  advisability  of  a  curtailment  of  the  production 
of  cotton  goods;  and  the  American  Cotton  Manufacturers'  Associa- 
tion has  taken  formal  official  action  looking  to  the  same  result. 

President  Barrett,  of  the  union,  in  replying  to  such  criticisms  in 
his  book,  already  referred  to,<*  said: 

It  is  this  effort  [the  naming  of  minimum  prices  for  the  crop] 
which  has  brought  against  the  organization  tne  charge  that  it  is 
a  combination  in  restraint  of  trade,  when  its  whole  law  and 
spirit  are  supposed  to  be  antitrust.  AgaiUj  the  farmer  contends 
that  he  has  e^tuil  right  with  the  merchant  aria  the  m^anufac- 
turer,  to  put  his  own  price  upon  his  product,  and  to  combine  if 
necessary  to  get  it  J"  He  denies  any  enort  to  subvert  the  law  of 
supply  and  demand,  and  says  he  rather  seeks  to  counteract  such 
suDversion  as  is  chargeable  to  the  middleman  and  the  exchange. 
He  insists  that  he  aims  solely  at  intelligent  marketing  of  the 
crop,  such  as  will  prevent  a  glut  in  the  market  and  consequent 
depreciation  in  price,  for  which  the  economic  law  can  in  no  way 
be  held  responsible.  That  such  depreciation  comes  following 
heavy  receipts  is  undeniable. 

The  following  excerpt  from  Mr.  Barrett's  book  already  referred  to 
may  also  be  cited  in  this  connection  :*" 

o  Mission,  History,  and  Times  of  the  Farmers'  Union. 

b  Italics  by  Bureau. 

c Mission,  History,  and  Times  of  the  Farmers*  Union,  pages  93-94. 
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Standard  Oil,  the  most  powerful  and  autocratic  combination 
on  the  American  Continent,  began  a  few  years  ago  with  a  few 
oil  concerns  pooling  their  interests  and  nxing  a  price  on  oil. 
Others  soon  joined,  until  enough  had  gone  into  the  compact  to 
control  the  oil  business.  The  few  independent  concerns  that 
could  not  be  bought  out  were  frozen  out  by  questionable  methods. 
Tlie  oil  trust  was  determined  to  be  master  of  the  oil  trade  in  the 
United  States.  Standard  Oil  and  its  interests  invaded  the  oil 
fields  about  the  Black  Sea  of  Russia.  Here  they  soon  got 
control.     Other  places  were  invaded  with  the  same  result. 

Standard  Oil  won  by  cooperation.  The  railroads,  at  the 
mercy  of  which  the  people  are,  have  merged  their  lines  and 
pooled  their  interests  till  they  are  siipreme  in  their  domination 
of  transportation. 

4e  ♦  ♦  3|S  ♦  ♦  3|C 

That  which  is  true  of  the  giant  concerns  here  enumerated  is 
true  of  others  equally  as  pernicious  and  greedy.  Time  and 
space  will  not  allow,  in  a  work  of  this  nature,  to  give  anj'^thing 
like  a  detailed  account  of  the  trust  and  its  methods  of  coopera- 
tion. This  is  to  be  a  history  of  the  Farmers'  Union,  and  tliese 
concerns  are  mentioned  here  for  the  purpose  of  conveying  a 
moral.  They  are  given  to  show  the  farmers  what  they  could  do 
if  they  would  cooperate  together. 

The  following  is  an  excerpt  from  an  editorial  in  the  Commercial 
and  Financial  Chronicle,  of  New  York,  in  its  issue  of  August  17, 1907, 
upon  the  minimum-price  policy  of  the  union. 

How  does  such  a  scheme  differ  from  that  which  we  are  asked  to 
believe  that  trusts  and  trade  combinations  pursue  in  the  matter 
of  the  prices  of  the  products  under  their  control?  In  the  case  of 
the  great  industrial  concerns,  price  agreements  are  often  inferred 
when  they  do  not  really  exist,  and  unmerited  condemnation  is 
visited  upon  them  as  a  consequence.  The  present  movement  to 
raise  the  price  of  cotton  and  compel  consumers  to  pay  more  than 
the  market  price  for  it  is,  on  the  other  hand,  open  and  avowed. 
Yet  we  have  seen  no  announcement  that  either  the  attorney- 
general  of  Texas,  or  any  of  the  county  or  district  attorneys  are 
contemr)lating  legalproceedings,  under  the  numerous  antitrust 
laws  which  exist  in  Texas,  against  the  Farmers'  Union  for  under- 
taking to  hold  up  the  price  of  cotton  when  it  is  to  the  interest  of 
consumers  everywhere  to  get  their  cotton  as  cheaply  as  possible. 

Of  course,  we  do  not  argue  that  such  legal  proceedings  should 
be  begun.  We  merely  wish  to  direct  attention  to  the  inconsist- 
ency of  denouncing  price  agreements  on  the  part  of  coiporations 
ami  then  seeking  to  enter  into  price  agreements  with  reference  to 
a  particular  product  in  which  we  ourselves  may  be  interested. 
Except  in  the  case  of  an  absolute  monopoly,  of  which  there  are 
very  few  examples  in  the  industrial  world,  prices  are  determined 
by  the  law  of  supply  and  demand,  and  farmers'  unions  can  no 
more  raise  the  price  of  cotton,  save  where  the  law  of  supply  and 
demand  favors  the  movement,  than  trade  combinations  can  per- 
manentlv  advance  prices  of  their  products  above  the  normal 
level  as  based  upon  the  same  principles.     We  are  not  opposed  to 
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organizations  of  planters,  and  believe  that  within  due  limits  they 
are  capable  of  a  great  deal  of  good.  We  think,  too,  that  T^-hen 
properly  directed  they  can  exert  a  real  influence  in  securinor  for 
the  planter  a  fair  price  for  his  product — always  based  upon  the 
relation  of  supply  to  demand. 

While  some  of  the  objects  and  methods  of  the  Farmers'  Union 
are  in  some  respects  subject  to  adverse  criticism,  it  seems  that  many 
of  the  policies  of  the  union  are  reasonable  and  calculated  to  benefit 
not  only  cotton  producers,  but  the  cotton  trade  as  a  whole.  Thus 
the  propriety  of  urging  producers  to  practice  diversification  of  crops 
•  and  to  reduce  the  acreage  planted  to  cotton  after  years  of  '*  bumper" 
yields  can  hardly  be  questioned.  Indeed,  it  is  entirely  possible  that 
intelligent  discussion  of  such  policies,  and  action  within  the  law  in 
line  with  conclusions  resulting  from  such  discussion,  might  be  of 
great  economic  benefit  to  the  community.  Similarly,  the  policy  of 
the  union  in  urging  producers  to  hold  back  a  portion  of  their  crop  so 
as  to  efl^ect  a  more  even  distribution  of  sales  throughout  the  season, 
and  thus  to  prevent  congestion,  is  to  a  very  large  extent  not  only 
proper  but  desirable. 

On  the  other  hand,  attempts  to  fix  arbitrary  prices  for  the  crop 
are  not  only  ill-advised,  but  in  so  far  as  they  are  accompanied  by 
concerted  action  or  agreement  are  open  to  the  same  criticism  w^hich 
would  apply  to  similar  combinations  in  other  industries  under  like 
conditions. 
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